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126 THE BANA ER 
A Banker’s Diary 


\ FRESH crop of demands for wages increases has once again raised 
the cry of inflation. It could be wished that those who are so ready 
a to express alarm about the state of our finances were 
a a prepared to specify in greater detail the dire results 
— which they anticipate. Since the early stages of the 
war, when there was a real danger of a “ vicious spiral ’’ of rising 
cost and prices, the situation has changed in two fundamental 
respects : rationing and price controls have been exte ne d to cover 
virtually the whole field of basic consumption, and the Government 
is committed to the policy of subsidizing the cost of living index. 
This being so, it Is simply no longer true that a rise in costs must be 
followed by a rise in prices, either in the industries directly affected 
or of the general cost of living. At this stage, therefore, it is absurd 
to suggest we are menaced by “all the evils of inflation.”’ The 
central evil of inflation is an uncontrolled rise in the cost of living, 
which inflicts unfair hardship on those with small incomes and 
fixed incomes, and produces a cumulative rise in the amount of 
borrowing needed to finance the war, while concentrating the debt 
created in the hands of a favoured few benefiting from inflationary 
profits. None of these evils is present or even possible so long as 
the wartime controls are accepted and maintained. It can be stated 
almost without reservation that the spectre of inflation has been 
banished for the duration of the war. The Chancellor has, of course. 
said that those who are satisfied with the present system of controls 
are like people who complacently watch the water rising behind a 
dam, because it is a very good dam. The an ilogy, fortunately, is 
false. An increase in almost unspendable income cannot in itself 
force any upward revision in the prices of basic cost of living goods, 
which are what matter. 
NOTHING that has been said in any way denies that an all-round 


rise in basic wages is thoroughly undesirable and may, in the post- 
war period, even be dangerous. It is not sufficiently 


Under- appreciated that every rise in the general wage level 

) ° ° . ~~ - - . . . e . 
eee is a rw in the coftin of sterling, which it will in any 
Sterling ate . 
case be difficult enough to stabilize at a reasonable 
level. The accumulation of purchasing power is already so great 


that it will be necessary to maintain the wartime controls far into 
the post-war period, and every increase in money wages can only 
post pone the date when it will be possible to remove them. By 
increasing the monetary cost of war, too, such a rise must make it 
more difficult to reduce taxation in the post-war period. All this 
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might have to be accepted if a rise in wage rates served any useful 
purpose. But this is demonstrably not the case. The short-run 
benefit to the recipients of the latest increase is soon cancelled out 
as corresponding adjustments are made in other industries. So far 
as the additional wages can be spent, the effect from the point of 
view of the community as a whole is merely to drive up the prices 
of the few remaining luxury goods without increasing their supply, 
or else to cause haphazard distribution of unrationed goods subject 
to price control. More important still, an increase in basic wages 
(in contrast with marginal earnings, which are a stimulus to increased 
effort) is of no assistance to the war effort and may evgn impede it 
by discouraging desirable increases in earnings which could produce 
additional output. It might be argued that wage concessions make 
a negative contribution to the war effort by preserving industrial 
peace. Against this, however, must be set the fact that an increase 
in industrial earnings means a relative deterioration of the position 
of those in the Forces, which cannot be good for morale. If the’ 
object of the wage demands were to increase working-class saving 
and not spending, they might be welcomed as promoting a more 
equal distribution of income after the war and increasing labour’s 
stake in the country. But this would still necessitate some pro- 
vision for those in the services to participate in the increased savings. 


THE teport of the Kennet Committee on financial man-power is 
expected to be published early this month. In the meantime, the 
Committee is believed to have communicated a con- 
Kennet = fidential interim report to the banks, setting out its 
Ra -vel views on the subject of further releases, and has also 
made recommendations to the Ministry of Labour on 
the basis of its findings. It was necessary to anticipate the publica- 
tion of the report in this way owing to the large number of banking 
deferments expiring at the end of August. It will be recalled that 
such deferment was granted most of the officials affected by last 
February’s call on the banks for the release of a further Io per cent. 
of the pre-war male staff, absorbing almost the entire remaining 
members of the 30-35 age group and many others below the age of 
41. The number concer med was So large—perhaps 6,000 or more— 
that it was necessary to begin the review of the deferments some 
time before the end of the month. By its terms of reference, the 
Committee was instructed to consider methods for the release of 
man-power “‘ by way of some form of concentration or otherwise.’ 
This would obviously be wide enough to cover quite radical measures, 
such as the transfer of the business of a closed branch to the branch 
of a different bank, or far-reaching changes in commercial practice, 
such as the adoption of a non- transferable cheque which would not 
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require endorsement and would avoid the need for separate receipts, de 
It would also justify the Committee in pronouncing upon basic is 
questions of banking policy, such as the desirability of maintaining ” 
or reducing the standard of service to customers. in practice, how. m 
F ver, it is taken for granted that the Committee’s recommendations to 
will be confined to such straightforward expedients as the further = 
closing down of branches on normal lines and the possibility of ar 
reducing staff by working longer hours. One matter which has th 
figured prominently in recent discussions, and has even been the {I 
subject of a question in Parliament, has been the labour involved in th 
sorting, counting and exchanging Scottish notes, which it is suggested to 
might adv antageously be replaced by Bank of England notes. While Tr 
any wastage of labour is to be deplored, one would imagine that the W 
handling of the Scottish note issues plays a minor part in the general of 
man-power problem. It is announced that the Banking Information ba 
Service, under the direction of Mr. A. V. Barber, has been extended ho 
to represent the eight Scottish banks. liq 
ris 
THE lull in credit expansion continued during July, when clearing Me 
bank deposits, as shown by the table below, were virtually un- 
changed at £3,264 millions. This is still some £65 Fo 
Little Rise millions below the peak level of last December, whereas - 
Sean the corresponding period of 1941 saw a net expansion 
' of £191 millions. To the extent of £27.9 millions, Er 
however, last month’s apparent stability was due to the usual 
seasonal contraction in transit items from the inflated end-June level, ing 
so that effective deposits increased by about this amount. IS 
Change on 
July, 1942 Month Year | 
£m. {m. £m. | 
Deposits .. a 7 .. 3,264.0 + 0.9 + 273.3 I 
Cash Sa is 23 i 341.9 — 12.7 + 35.6 
Call money ‘a a Qs ¥3%.9 — 15.6 — 6.9 Apri 
Discounts Kc i vi 272.5 — 19.5 — 2.0 Apri 
fu 5 aoe ss si ss 607.0 + 64.5 + 131.0 May 
Investments... ws .. 1,074.8 + 16.5 + 172.3 July 
Advances is - ain 795: 9 — 4.4 — 57.5 
% % % 
Cash to deposits - ia 10.47 — 0.40 + 0.23 
Allowing for the small decline in advances, government borrowing 
from the banks during the month was about 132 millions. On the Marc 
face of it, this seems very moderate, but it has been argued that it is April 
in fact significant, because bank credit normally shows a seasonal May 
ee eee : July 
contraction in July. Whether seasonal trends should be expected I 
to operate in face of the enormous increase in war expenditure seems more 


doubtful. What is clear is that by far the greater part of the July 
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deficit was covered by public subscriptions to the new Government 
issues. On the mistaken assumption that the terms of the issue 
would be unchanged in favour of the Treasury, there was a last- 
minute rush for National War Bonds, while in addition subscriptions 
to Savings Bonds were inflated by the reinvestment of some £28 
millions by Courtauld’s, representing the proceeds of the favourable 
arbitration award in respect of the bihgpermen sale. Subscriptions to 
these two issues in the period July 1-25 thus aggregated no less than 
{139 millions, out of a total of £179 tuillions of debt created during 
the period. Creation of floating debt during the period was limited 
to {24 millions, the net increase of £63 millions in outstanding 
Treasury deposit receipts being largely offset by repayment of the 
Ways and Means borrowing from the Bank of England over the turn 
of the half-year. This clearly has its counterpart in the clearing 
bank figures in the fact that the increase of {64.5 millions in T.D.R. 
holdings is largely offset by declines totalling £48 millions in the other 
liquid items. The expansion in investments is the first substantial 
rise in this item since the heavy purchases of securities during 
March in support of the Warship Weeks campaign. 


Four monthly floating debt returns have now been issued distin- 

guishing prior encashments of Treasury deposit receipts from 

maturities. It cannot be said th: it this additional 

T.D-R. information has added greatly to our store of know- 

Eacashments ledge, though the new figures should become increas- 

ingly informative as the series extends. Recent T.D.R. borrowing 
is summarized in the next table :— 


T.D.R. BorRROWING 


Prior Total 
Nominal Actual Encashments Redeemed 
Maturities* Maturities in Period in Period 
£m. fm. £m. £m. 
Apnl 1—25 ‘i 217* 107.5 II.0 118.5 
~ 26—May 30 .. 160 IOI.O 12.5 113.5 
ay 31—June 30 .. 250* . II7.0 y a. - ae 150.5 
July oe ‘ Be Soe b265 26.5 T43°5 weiss | 53-5 ba04. 
* Approximate (split period). 
Gross Net Outstanding Held by 
Amount Amount End of Clearing 
Raised Raised Period Banks 
{m. £m. £m. £m. 
March 31—April25  .. 109.0 — 9.5 487.0 449.5 
April 26—May os .. 145.0 31.5 518.5 470.5 
May 3I— June 30 a 223.5 73.0 501.5 542.5 
July 1—25 116.5 63.0 654.5 607.0 


In each period, it will be seen, actual maturities have been rather 
more than half the nominal maturities. The proportion was, how- 
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ever, higher in May than in June, whereas on general principles the 
banks might have been expec ‘ted to retain more of the latter month’s 
maturities. In the first three months prior encashments were small 
in rel ation to maturities, but in July were somewhat the larger, 
obviously reflecting the unexpectedly high “‘ large savings ”’ figures. 
The margin between clearing bank T. DR. holdings and the total 
T.D.R. issue (that is the amount held by Scottish banks and others) 
seems to have widened sharply from £37.5 millions in April to £48.5 
oo in May thereafter remaining fairly stable. A rise of {11 
nillions in non-clearing bank T.D.R. holdings in a single month 
wail be interesting, but not much reliability can be placed on the 
figures owing to the disparity between the date of the monthly 
floating debt return and the making-up dates of the banks 


Arrer a brief lull in mid-June, the upward trend of the note circula- 
tion has been resumed even more steeply. In the eight weeks to 
August 12, the cumulative rise—to fresh record levels 
Another = _ totalled {41.3 millions, compared with only £30.7 
Fiduciary  inillions in the corresponding period of 1941. By July 
Increase Pe 
22 the reserve of notes (replenished only three months 
before by an increase of £50 millions in the fiduciary issue) had again 
been reduced to below £15 millions. As had been anticipated, 
therefore, the fiduciary issue was raised by a further £50 mil llions to 
£880 millions, a timely precaution in view of the heavy withdrawals 
of close on {9 millions in the succeeding week. 


ANALYSIS OF BANK RETURNS 


Note Government Total Public Bankers’ 

Circulation Reserve Securities Securities Deposits Deposits 
fm. £m. fm. £m. {m.- £m. 
July 22 .. 815.3 16.2 166.2 193.3 13.9 127.8 
29... 824.1 57-3 118.9 154.0 8.7 136.9 
Aug. § .. 833.3 48.2 130.9 159.1 23.3 118.1 
ia xc 2 34 5 aF.i 130.0 163.1 19.6 126.1 

Ig se A a, Si.1 140.1 107.5 8.2 145.0 


E canned concern continues to be expressed in some quarters 
at the expansion in the note issue. The real reason for regarding 
the withdrawals with disapproval is, of course, the fact that they 
indicate a virtual failure of the “ Holidays at Home’’ campaign, 
and, in consequence, a wasteful use of transport. If withdrawals 
continue to outstrip those of last year, at least one and possibly 
two further increases in the fiduciary issue will be seen before the 
end oi the year, since the rise in the circulation between mid-August 
and the Christmas peak of I941 amounted to {83.5 millions, com- 
pared \ ith a note reserve on August 12 last of only £45.8 millions. 
Conditions in the money market have been normal. 
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‘Chall ‘Senter: A Defective iechine 
(By a Correspondent) 


INCE 1939, the Civil Service has largely taken over control of 

the entire economic life of the country. An industrial revolution 

of this magnitude could not take place without waste, mistakes 
and friction, and due recognition may be given to innumerable 
Civil Servants, new and old, whose public spirit and devotion we 
have to thank for such results as have been achieved. This does 
not alter the fact that the defects of the Civil Service machine and 
its inherent unsuitability for many of the new tasks imposed upon 
it have been little short of a national disaster. So serious are 
these shortcomings, indeed, that we are even bound to ask whether 
the Service as it exists at present is capable of giving us victory 
and may safely be entrusted with the fulfilment of plans for the 
post-war period. Discussion of policy is sterile so long as the instru- 
ment which must actually carry out a decision is so defective as to 
reduce the possible policies to a single practicable course of action. 
And the need for a basic overhaul of the organization is all the greater 
now that the Service is not merely an instrument but also an initiator 
of policy. 

There has been no lack of criticism of the Civil Service, but most 
of it completely misses the fundamental questions of organization. 
Complaints about “red tape’? and “ bureaucracy” are seldom 
specific. When they are, they frequently turn out to be a grudge 

against all Government control or an objection to something inherent 
in all large-scale organization. Sometimes specific complaints come 
to the suriace which, though quite justified in themselves, are only 
scattered symptoms of a disease of which the public is almost 
unaware. Accusations of slowness, autocracy, lack of enterprise, 
obstinacy, unwillingness to take responsibility, love of form-filling, 
routine-mindedness and ignorance of business methods are all very 
well in their way, but offer no coherent picture of the real weaknesses 
of the Service nor any constructive guide to reform. In partic ular, 
the familiar cry that what is lacking is business method and < .dminis- 
tration by practical business men overlooks the basic differences 
inaim and in authority, which make analogies between business and 
governmental organization misleading unless powerful reservations 
are kept constantly in mind. Few critics even stop to consider 
siously what are the functions of the Service, in theory and 
practice. 

In modern conditions, the traditional division into legislative, 
executive and judicial functions no longer corresponds in fact to the 
divisions between Parliament, Cabinet-cum-Civil Service and Judi- 
dary. In our present machinery, the various functions of govern- 
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ment are allocated as follows: Parliament voices public opinion 
and makes such rules as can be expressed in broad language. Ministers 
and the Civil Service together: (a) suggest to Parliament most of 
the rules Parliament makes, (6d) elaborate the broad rules made by 
Parliament, (c) exercise arbitrary (‘‘ national-interest ’’) powers 
where such exist, (d) carry out the judicial function (of comparing 
the rules with the facts of particular cases) where the rules so pre- 
scribe, (e) administer the Supply Services, (f) to a minor extent 
collect public opinion. 

To comple te the analysis, it remains to determine the relationship 
between Ministers and the Civil Service. Each of the principal 
Ministers is in authority over one of the departments of state and 
within that department his orders are, theoretically, absolute. On 
the other hand, he is answerable in the eyes of other Ministers, 
Parliament, and the public, for any action taken in the name of 
his department. 

This accountability of a Minister is real, subject to the notion of 
collective Cabinet responsibility, but the power is largely fictitious. 
_ It is physically impossible for one man to know more than a small 
part of what goes on in a department, and what he does not know 
he cannot control. If the Minister gives an order those under him, 
who are Civil Servants, may adduce arguments why the order 

cannot or should not be complied with. Usually the Minister will 
be quite unable, for want of knowledge, to test the validity of these 
arguments, and will be tempted to withdraw his order. Experience 
will, indeed, probably teach him never to issue an order or to promise 
a course of action without first consulting his subordinates and 
obtaining their approval. If the Minister does issue an order he 
has no means of discovering whether it is in fact being carried out. 
Moreover, the majority of matters requiring decision originate at 
lower levels and are disposed of without the Minister’s knowledge. 
In short, the Minister must trust implicitly the men immediately 
below him. This problem of the limitation of one man’s powers 
is a general one of large-scale organization, but it is less difficult for 
the head of a large business concern, because he can choose his 
subordinates according to his confidence in them, because he usually 
holds office for much longer than a Minister, and because few com- 
mercial organizations are comparable in size with a Government 
department. 

It follows that the functions described above as being allocated 
to Ministers and the Civil Service jointly are in practice exercised 
for the most part by the Service alone. The importance of Parlia- 
ment, Ministers, and the Judiciary in our system of government 
pales into insignificance compared with that of the Civil Service. Given 
a position of immense power by a combination of circumstances 
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not fully understood by the public, the Service subdivides this power 
into very small sections. The organization of the Service has 
developed horizontally rather than vertically. It may at first sight 
seem reasonable for the Government to cope with any new problem 
of the first magnitude by setting up a new ministry to deal with it. 
The war has, in fact, given us several new Ministries. The creation 
of a new ministry is itself a big step; the public feels that vigorous 
action is being taken and is consequently satisfied. But the practical 
results of this action may not be followed with such critical attention. 

Let us examine these results. Suppose a new major problem to 
have arisen, cutting right across the existing demarcation lines 
between ministries; the problem, as a hypothetical example, of 
economic warfare. This activity could be managed either by the 
formation of a new ministry or by the setting up ofan inter- 
departmental committee. But the new ministry could not very well 
usurp the functions of the other ministries concerned. It could 
merely advocate economic warfare considerations vis-a-vis other 
ministries. The representative of such a ministry at a discussion 
on purchases from Ruritania, for instance, could point out those 
commodities which it would be as well to withhold from the enemy, 
whilst the representative of the Ministry of Supply explained what 
commodities his ministry would like to have, and the Treasury 
representative stated how much the exchange position would stand, 
and the Ministry of War Transport representative explained the 
shipping considerations. Striking some sort of a balance between 
these conflicting departmental interests, the conference would 
eventually agree upon a telegram of instructions. 

It will be seen that the problem raised by any proposed course 
of action inevitably aifect so many other ministries that their advice, 
concurrence and co-operation must be sought. If these are not 
sought, there will be complaints from various departments that they 
are not being kept informed, and there will be serious danger of 
action being taken without all the relevant information. The 
recording of the conclusions of a meeting raises the presumption 
that every department concerned will take the action prescribed 
for it. Yet if any department fails to act there is no provision for 
warning the other departments concerned. The chairman of a 
conference has no adequate authority. Even if he is a Minister he 
cannot supervise the internal working of other departments. 

Thus the creation of a Ministry is not very different from having 
an interdepartmental committee on economic warfare, representing 
all the ministries concerned. Each department, being charged with 
certain specific functions, has what is called its departmental 
“interests.”” A certain proposal is raised. Each department takes 
its own departmental line. The Ministry of Economic Warfare says 
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that the proposal if adopted would be detrimental to Germany’s 
economic strength. The Foreign Office says it would compromise 
our relations with Vi ichy, the Board of Trade says it would be con- 
trary to our most-favoured-nation agreement with Argentina, the 
Dominions Office says it would create a bad impression in Canada, 
the Export Licensing Department says it would be administratively 
impracticable, the Treasury says it would weaken our exchange 
position. Each of the representativ es speaks as the ambassador of 
a sovereign power; that is, each speaks according to his depart- 
mental interests. 

Where then does a decision lie? Very frequently there will, of 
course, be no agreement on the proposal. In that case “ decision” 
will be no more than some meaningless formula which leaves every- 
thing where it was before. Even if agreement is obtained, there is 
nothing to ensure the effective execution of the decision by all 
parties, nor is anyone charged with inspecting the result. In view 
of the many departmental interests, action on the decision cannot be 
taken until the minutes of the meeting have been agreed, and 
the mere preparation and approval of these minutes by all concerned 
takes longer than the urgency of most matters permits. Interpre- 
tations of the decision may be numerous and each piece of action 
arising out of the decision will be carried out by officials with different 
interests and ideas and with no co-ordinating discipline. 

At the very top, there is, of course, the co-ordinating power of 
the Cabinet. One Ministry will complain of another to the Cabinet, 
however, only on a major matter of policy; such a complaint, 
moreover, will demand courage and persistence on the part of the 
Minister and involve great delay. The mass of ordinary but fairly 
important work must be dealt with at a lower level, owing to the 
obvious limitations on the Cabinet’s time. Thus the effect of multi- 
plying ministries is to set up undisciplined forces with vague and 
inappropriate lines of demarcation. As long as the organization of 
the Civil Service is horizontal, i.e., with ministries all more or less 
on a level with one another, so long will decisions be slow and 
inadequate. 

Under the stress of war, too, this voluntary collaboration system 
breeds a type of liaison mentality in the officials concerned ; they 
become expert at contacting all the other officials who must be 
consulted over each problem : but the flexibility and the deference 
to the opinions of others which characterises this type of mind do 
not make for strength of purpose or even for clear thinking. No 
one has a strong interest in taking decisions, for responsibility is 
divided up into small portions. Interdepartmental committees are 
useful for the exchange of information, but for action they are 
useless. Imperious pressure from above is essential if decisions are 
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to be made, and such pressure is seldom exerted. Even when a 
Cabinet decision calling for urgent action descends on an inter- 
departmental committee, the latter is not a suitable instrument for 
executing it, since here again departmental interpretations will differ 
and the split machinery of execution will result in misunderstandings, 
jealousies, delays, letter-writing between Ministers, anything but 
action. Quite apart from a Committee’s inability to execute deci- 
sions, the practice of taking up departmental standpoints on every 
question means that questions are dealt with not according to their 
importance to the country, but according to the strength of depart- 
ments, and the extent to which these questions are of interest to 
each department concerned. 

The peace-time machinery of co-ordination exists not only in 
the form of the Cabinet and interdepartmental committees, but also 
in the form of co-ordinating departments such as the Treasury and 
the Foreign Office. The co-ordinating activity of the Treasury is 
largely in the realm of finance and staff matters, though it is supposed 
to be responsible for the general machinery of government. This 
control of finance and staff makes it difficult for other departments 
to oppose the Treasury, and, in fact, gives it the last word on most 
subjects. Its control, however, is remote, and, like a blockade, is 
slow and lacking in precision. Its criterion being financial, the 
Treasury has no means of judging the merits of any policy save in 
relation to the amount of money it costs. At a time when money 
has ceased to be an efficient measure of value, this criterion is particu- 
larly unfortunate ; while the slowness in operation of the financial 
control makes it nowadays an obsolete weapon. The co-ordinating 
activity of the Treasury manifests itself more in the giving of detailed 
advice on particular cases than in the laying down of guiding prin- 
ciples. Since the Treasury’s authority for action is the best means 
of getting past the auditor, departments can avoid responsibility 
for any action by obtaining blanket authority from the Treasury in 
advance, and can usually evade consultation with the Treasury 
when they wish to do so. Thus all sense of responsibility in a depart- 
ment is destroyed. There are, of course, many actions of the first 
importance which do not involve expenditure and are consequently 
outside Treasury control in the narrower sense. A part of the field 
is covered by the Foreign Office, which exercises some form of co- 
ordination in matters affecting foreign relations, but this control is 
always in the nature of stopping a department from undertaking 
some ill-considered action, rather than of arranging with a number 
of departments some effective and synchronized movement. 

If co-ordination between departments is inadequate, discipline 
and control inside a department are equally deficient. The Civil 
Service is almost without discipline. Though a military discipline 
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would be inappropriate, there is not even, in the Service, the kind 
of discipline that holds together a commercial organization. A 
business executive or em ployer may formulate his orders to his 
subordinates or employees in the manner of polite requests, but 
his desires will, on the whole, be definite and unambiguous, and 
his intention that they should be literally complied with would 
hardly ever be in doubt. Behind his requests there lie, of course, 
the sanctions of reward and punishment, promotion and dismissal. 
The senior civil servant, on the other hand, may outline his general 
views on a subject and commend them to his subordinates as a 
general guide to their activities ; more usually he will merely hand 
over to them the files concerned with particular subjects and tell 
them to “look after”? those matters, without giving them any 
idea what line of policy to pursue. His only definite control 
over them will be by the exercise of his power of veto in respect 
of cases which they decide to submit to him. For this reason it 
takes a long time for him to discover that any of his subordinates is 
not performing his duties satisfactorily. Since in any case the 
instructions have been very vague and general, it is difficult to 
define where the man has failed. Even in clear cases of tailure the 
inemnadiode superior, unlike a department head in business, may have 
the greatest difficulty in obtaining the transfer of the unsatisfactory 
cial (dismissal is, of course, unthinkable) and his replacement by 
s »ebody more likely to do the job well. 
his weakness in the principle of responsibility is closely con- 
nectex vith the system of record. Not only is every action taken 
by ano “al recorded in writing (in a ‘“‘ minute ’’), but that official 
sees to it ‘at he also records the reasons for his action and any 
authority tur «. given by his superiors. In this way he assures his 
defence if late: his action should be challenged. The recording 
system is affected by the fact that the Civil Service has not succeeded 
in achieving a satisfactory allocation of work by subject among its 
officials. As a result of the horizontal structure of the organization, 
not one man but many are concerned in one subject. The tasks are 
never clearly defined, properly distributed or constant over a period 
of time. This necessitates a large amount of internal correspondence 
in the form of minutes between officials in the same department. 
It also necessitates incoming and outgoing correspondence being 
available to many persons. To provide for this the Service has 
developed the peculiar concept of a “ file,’”’ which is not merely a 
piece of cardboard serving to hold together correspondence with one 
particular individual or government “department, but is a kind of 
ever-growing book which sets out the suggestions, views; acts and 
decisions of the multiplicity of officials who deal with the matter. 
It circulates from official to official and is the tangible counterpart 
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of the subject under consideration. The files thus represent the sub- 
division of work by subject inside a government department. 

The civil servant’s work is largely set for him by the files which 
come on to his desk each day and which must be disposed of. Disposal 
either means taking some positive action, such that the immediate 
problem is solved, and the file can be “* put away,” or, alternatively, 
passing the file on to some other official. So long as a file lies on his 
desk he is responsible for it in the sense that any complaint about 
delay or inactivity on the subject will be directed to him. Under 
this system of divided responsibility there is a strong temptation for 
an official to resent the appearance on his desk of a file on a subject 
which is either difficult or comes new to him. Instead of taking a 
difficult decision or wading through the mass of intricately inter- 
related documents which constitute the history of the matter he 
will tend to “ pass ”’ the file to some other official who can plausibly 
be said to be concerned. A reason is not difficult to find, and by 
writing a few words the victim can effectively dispose of the threat 
to his peace and quiet. ‘ 

Though responsibility is defined by meticulous records, therefore, 
it is divided into so many parts that no one official can be blamed 
for a share in a mistake sufficiently large to threaten his position. 
The number of separate subjects and therefore the number of files 
is increased vastly beyond what is necessary, because the service 
refuses to deduce generalities from the mass of individual problems 
and to take decisions which would cover a large number of similar 
cases. It tends to treat every problem separately, owing partly to 
a morbid fear that each case will differ too much from the last. for 
classification, partly to a resulting incapacity to invent the necessary 
formule, partly perhaps to the suspicion that any general classifica- 
tion would make the evasion of responsibility more difficult and 
might even reduce the number of posts. 

The allocation of a particular document to its right file is therefore 
of prime importance if it is to be dealt with by the officials who are 
concerned with the subject and not by other officials who will either 
take a decision in ignorance of the connected documents or will 
delay action in an endeavour to trace them. It follows that the 
naming of files and the allocation of documents to files is a function 
of great importance. Yet it is entrusted to a very low class of labour, 
is generally despised as mechanical, and is commonly recognized 
even by civil servants to be consistently badly done in all depart- 
ments. Though this function is centralized for each department or 
large sub-department in an office called the ‘‘ Registry,” no system 
is followed because the people in the Registry are intellectually 
incapable of formulating a subject-plan and have no authority to 
impose one on their superiors if they could formulate it. 
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We have analyzed several of the qualities both of the Civil 
Service and of Civil Servants and have tried to show how some of 
these qualities are bad for the interests of the community ; but one 
characteristic of primary importance has not yet been stressed, 
although it vitally affects not only the present but the future. That 
characteristic is short-sightedness. One of the curious features of 
the Service is that short-sightedness is considered almost a positive 
virtue and thinking ahead is strongly discouraged. The defence 
that would be made for this view of the duties of administration is 
fairly plausible. The argument, whether tacit or explicit, is that 
(unlike most other educated professions) the administrator has to 
deal with unforeseeable events as they unfold themselves and can 
never discover laws governing the future, because the world of 
public affairs has no pattern and is conditioned by too many variable 
factors for the deduction of formule. 

In the Civil Service, an attempt to obtain a decision now on a 
problem which is almost certain to arise in the future, but which has 
not yet actually arisen, will meet-with a complacent dismissal of the 
matter. The favourite phrase is: “‘ That is a hypothetical question.”’ 
This implies a rebuke to the questioner for being frivolous. The real 
reason for this attitude to the future can be found in the way 
Civil Service work arises. ‘‘ Work” as the civil servant knows it 
consists of ‘‘ cases,’’ that is, complaints or reports of difficulties and 
troubles, all collected on pieces of paper in files. Owing to the form 
of its work, the Civil Service regards as non-existent all phenomena 
which are not departures from the normal. For instance, an Act of 
Parliament which works really well and achieves its object without 
provoking attention through headlines, Parliamentary debates, 
indignation meetings and letters of protest is outside the civil ser- 
vant’s world. How much more difficult for him to conceive of some- 
thing which does not yet exist at all, but may happen in the future. 
Far from being able to project his subject into the future, the civil 
servant never sees even the present form of his subject as a whole, 
but only detailed and partial manifestations of it. He usually lives 
from hand to mouth, from crisis to crisis, and can never relate one 
crisis to another, or plan how to prevent the third. Planning, in 
fact, is not in his terms of reference. 

The civil servant might be able to cope more adequately with the 
problem of the future if his terms of reference were properly framed. 
If he were instructed to introduce into his calculations the factor otf 
future events, he would be able to justify the provision of adequate 
resources against contingencies. For instance, in 1939, there was a 
manifest risk that at some time during the war the City of London 
would be damaged by fire. It would not have required very much 
thinking ahead to have realized in advance that’ the tide in the 
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Thames is just as likely to be out as in on the occasion of any 
particular raid, and that the expensive apparatus needed to pump 
the water at low tide was not as expensive as the loss of a large part 
of the City. But the civil servants concerned, having no proper 
instructions, appear to have shrunk from spending money to provide 
against this contingency. 

It would, alas, be child’s play to multiply instances of this sort 
and to show that a main cause of the inadequacy of the Civil Service’s 
preparation for and conduct of the war, one of the least successful 
undertakings of the British people, has been this pernicious doctrine 
of not thinking ahead. It is difficult, in these circumstances, to 
place much confidence in ministerial pronouncements about the 
future, because such pronouncements are made on the assumption 
that the Civil Sei:vice is capable of adequate preparation for the 
future, which it is not. While a Minister is making his pronounce- 
ments, his officials are dismissing the matter as a “ hypothetical 
question.” 

It may be felt that the criticism advanced has been purely 
destructive. The aim, however, has not been to discredit the civil 
service but to prove that at this stage only the most fundamental 
and drastic overhaul of the machinery of Government can offer 
any solution at all. What the cure is, it would be premature to 
discuss, for it is evident that really drastic action will not be taken 
until public opinion realizes the seriousness of the problem and 
its true nature. 





The State and Industry 


HE war has not only brought a sweeping incursion of 

government into economic life ; it has also given a fresh 

impetus to the discussion of economic organization in 
general and the relations between the State and industry in 
particular. Not so long ago, one would have said that this particular 
controversy had already been flogged to death. Economists, at any 
rate, could agree to differ about individualism and _ socialism, 
“ planning ”’ and private —— for reasons mutually understood 
and determined ultimately by difference of temperament and general 
philosophy, rather than any disagreement about the results to be 
expected under different systems. Argument there can always be 
about the ty pe of organization which is desirable, or most appropriate 
in partic ular circumstances ; but the basic problems of analysis had 
surely been pretty thoroughly thrashed out. Nor is it at all evident, 
contrary to a widely held belief, that this position has been in any 
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way changed by the war. It is no more than a popular superstition 
that each: transient economic phase calls for a complete revolution 
in economic thought. Nevertheless, some of the arguments thrown up 
by the war demand examination simply because they are so much 
in the air. 

Two strands of thought have been particularly prominent in 
recent discussion. Fiyst, there is the idea of a change of heart, 
“a reawakening of conscience . . . the growth ofa real fellow- feeling 
for the lower ranks of industry,” that needs to be expressed in funda. 
mental changes in industrial organization, such as the participation 
of labour in management, or the co-operation of labour and capital 
in new bodies resembling the old guilds or the Italian corporations, 
For convenience, this may be called Right-wing syndicalism. It is 
closely associated with an attack on the profit motive. Formerly 
it was the extreme Left which thought of the profit motive as the 
antithesis of service to the community ; nowadays it is the pillars 
of society, writing in the columns of The Times, which tend to do so. 
Secondly, there is the belief that ‘‘ Government control has come to 
stay.’’ Let us deal with this point first. Not everybody who looks 
for a continuance of control does so through faith in its inherent 
superiority ; on the contrary, this view is taken by many who 
consider res eul ation by Government departments grossly inefficient. 
With mere politic: al speculation of this kind we are not concerned. 

More interesting is the notion that because Government control 
has proved of value in wartime it must zpso facto have advantages 


as a permanent feature of our economic system. As a general 


proposition, this is clearly a non sequitur, because the objects of the 
economy in war and peace are totally different. In wartime, we 
are concerned to produce the maximum quantity of war materials 
to the direct specification of the Government itself, and to supply 
the civil population with the indispensable minimum of basic needs. 
Individual preferences, which in any case operate mainly in the 
field of non-essentials, can be ignored. In this setting the problem 
both of production and distribution is greatly simplified. It is 
possible to achieve economies by such means as bulk purchase, 
stand: idization of final products and the elimination of middlemen. 
But this does not mean that the normal system is wasteful and the 
displaced intermediaries parasitic. On the contrary, there is a 
strong presumption that the highly diversified choice of goods 
normally available is that which the public demands, and that 
any body surviving in competitive conditions performs an economic 
function. 
One can imagine an economist, looking back after the war, 
summing up on something like these lines: “ It is natural at first 
sight to look for light on this question from the experience of the 
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war. But the difference between war and peace conditions is too 
great. In those four years of strain, the underlying motive of the 
main part of the Government’s industrial action was to force capital, 
enterprise and labour, forthwith and at no matter what cost, into 
the production of particularly urgently needed things. With the 
end of the war, all this has been changed. The problem of national 
economy is no longer to effect an instantaneous transformation from 
one scheme of production to another, but to maintain permanently 
the best scheme. To show that Government is fit (or unfit) to 
accomplish the former of these tasks is not to show that it is fit 
(or unfit) to accomplish the latter. Moreover, the scheme of war 
production called for an enormous output of things of uniform 
types for the direct use of Government itself. To show that Govern- 
ment is fit (or unfit) to control or operate industries devoted to 
a scheme of this kind is not to show that it is fit (or unfit) to control 
or operate industries devoted to the more variegated scheme called 
for in normal times. Yet again, the various controls set up by 
Government were necessarily improvised in a great hurry in a time 
of abnormal difficulty and pressure. No evidence that intervention 
in these conditions was wasteful or ineffective could prove that it 
would display the same defects in the more favourable conditions 
of normal life. For these reasons, war experience can afford very 
little real guidance.”’ 

That will doubtless have been recognized as a slightly condensed 
passage from the Economics of Welfare, published in 1920 ; this is not 
the first war in history. As a guide to post-war policy, then, it does 
not matter whether war-time control has been good or bad. The 
question is simply irrelevant. If we are to see an extension of contro], 
beyond that existing in 1939, it must be on more general grounds 
than the result of war experience. We are thrown back, in other 
words, on to the general discussion of the scope for State interven- 
tion. On this point, too, it would be difficult to improve on Professor 
Pigou, who has condensed into a single sentence the whole of liberal! 
economics: ‘‘ Except in so far as marginal private and marginal 
social net products diverge, anything that obstructs the free play 
of self-interest is likely to damage the (national) dividend.”’ By an 
abuse of language, that has come to be known as the /aissez faire 
attitude ; and certainly it does embody the conclusion, reached after 
careful and patient analysis, that the presumption is always against 
State intervention unless special reasons for it can be shown. But 
private and social net productivity can diverge so frequently that 
the principle set out above justifies intervention for a great variety 
of reasons. 

_ In particular, it covers a great deal of planning. It would not 
justify, save in very special circumstances, the so-called planning 
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which would restrict freedom of entry into an industry in the interests 
of past investments and those already in possession. But it affords 
a valid case for planning where the imposition of a pattern from 
above would permit the creation of values that could not emerge 
under the price system, or where pene maximization of private products 
under the working of the price system would be offset by losses to 
third parties or the community as a whole. Typical examples under 
both heads would be town planning as opposed to ribbon develop- 
ment, or social evils such as child employ ment and the working of 
excessive hours, which have been rectified by a whole century of 
humanitarian legislation. This is the theoretical justification, too, 
for pensions, unemployment doles, family allowances, and the use 
of discriminatory taxation of the rich in favour of the poor, all of 
which may be regarded as intervention to correct the distribution 
of income emerging under the price system. 

Similarly, it may be legitimate and desirable to intervene to 
discourage some industries and encourage others. Apart from cases 
where certain types of demand are suppressed altogether on moral 
grounds (e.g. the drug traffic) the general pattern of consumer’s 
preferences may produce a pattern of industry which is not socially 
desirable (e.g. on strategic grounds). If the most profitable industries 
are gramophones and greyhound racing, for example, it may be 
necessary to ensure that these do not monopolize the flow of new 
capital to the detriment of basic industries like steel and transport. 
After the war, unless we are prepared to see the pound fall to what 
may, in the short run, be a very low equilibrium level, it will probably 
be necessary to intervene in favour of the export industries. While 
all these cases would be unanimously accepted as justifying inter- 
vention, there is still room for discussion about the best means of 
intervention. In general, it can be shown that the most satisfactory 
solution is likely to be the manipulation of the price system by 
taxation and subsidies rather than direct State controls. If the basic 
industries are subsidized and luxuries taxed, for example, there 
should be no need directly to control access to the new issue market. 
[he community must decide:on the desirable amount of taxation 
and subsidies ; and if greyhound racing or some new. project can 
still offer attractive investments, it would indicate a very strong 
public preference or an important technical advance. This point is 
particularly imports int if industry generally is to be made to conform 
to a “national plan.” It is. vital that finance and materials should 
be obtainable for new processes or purposes which cannot possibly 
be foreseen by any planning administration, concerned only to 
organize the known world. In all cases, the plan should be imposed 
by manipulation of price incentives rather than repressive regl- 


mentation. 
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This implies, however, that the allocation of new capital would 
be determined by fluctuations in interest rates and the appeal to 
individual investors. Here we impinge on another field of legitimate 
intervention, namely, intervention in the interests of general economic 
stability. Classically, this is the function of monetary policy and 
central banking. In the event of a liquidity crisis, the central 
authority must increase the supply of liquid assets ; in the opposite 
case of an inflationary boom it must restrict credit, and so on. 
Modern theory recognizes that monetary policy alone may not be 
sufficient to maintain stable full employment. This being so, it 
must be supplemented by a whole range of other expedients, such 
as fiscal policy and other measures which involve more direct inter- 
vention in industry, such as tariffs, or public investment if the 
attempt to stimulate private investment is unsuccessful. 

Orthodox economics, then, ‘justifies all these familiar types of 
intervention. It justifies further a type of intervention in which 
this country has been lamentably backward, namely, the control 
of monopoly. Hitherto this has been applied only to inherently 
monopolistic industries, such as the railways and public utilities. 
But it is needed also in all cases where the industry in fact operates 
as a monopoly, either through domination by a single large concern 
oras the result of cartellization and working agreements. If monopoly 
cannot be effectively controlled by legislation, moreover, the State 
would be justified, as in the United States, in setting up competitive 
State-owned organizations, regardless of the general principle that 
State ownership is not appropriate in industries which demand 
tisk-bearing and enterprise. Without any new departure in economic 
‘ thought, then, we have the justification in principle for an enormous 
amount of Government interference. The extent to which such 
control is carried in practice depend upon two factors: the state of 
the public conscience, and the repercussions of control on the size 
of the total national income. Thus, the social conscience may 
approve generous unemployment allowances or high wages, but the 
result might be a fall in the total of goods and services to be distri- 
buted, either through a fall in the supply of labour, crippling of 
export industries at the prevailing exchange rate or the adverse 
effect of the necessary taxation on investment. Factors of this kind are, 
of course, the ultimate limit to the possibility of promoting the 
general welfare by “ soaking the rich.’’ Similarly, public investment 
will not increase total employment if the response, as was apparently 
the case under the New Deal, is to reduce private investment by 
a still greater amount. 

_Where the case for intervention is ciear in principle, there is 
still an optimum limit to the possible gain in practice. Thus, the 
social ferment of war has given rise to demands for an extension 
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of the orthodox type of intervention in two directions: family 
allowances and a national minimum wage. Neither raises any fresh 
question of principle. Minimum wages have long been fixed in the 
sweated trades, where the temporary unemployment of part of the 
labour force was considered preferable to the continued exploitation 
of the whole, and the reduction in total employment was offset after 
a time by the stimulus to more efficient production (outweighing the 
stimulus to substitute machinery for direct labour). The probable 
effect on employment is the point to be kept firmly in mind in the 
fixing of a universal minimum (which we are told is an object of 
Government policy). Again to quote the Economics of Welfare on 
this well-trodden ground, a national minimum wage “ would inci- 
dentally prevent a certain amount of exploitation and would so far 
do good. But its main consequence would be to drive a number of 
low-grade workpeople out of private enterprise altogether.’’ In the 
immediate post-war period, with a huge accumulation of unspent 
purchasing power, full employment might well be possible at the 
higher minimum. But if full employment over a period is the aim, 
it would clearly be unwise to discourage investment too severely, 
lest the direct social gain be offset by a fall in national income and 
the accentuation of the central problem of unemployment. 

So far we have encountered nothing new in principle. What 
of the arguments for a new industrial set-up based on “‘ the awakening 
of conscience ?’’ Several specific points need to be kept distinct. 
First as to the profit motive. An industrial career, says Mr. Courtauld, 
is now a métiey and not merely a road to private acquisition ; or as 
Sir George Schuster puts it, we must ‘‘adopt a new and less selfish 
outlook, a new standard of values.’’ Nothing, obviously, could be 
more desirable in itself than the growth of social feeling, the breaking 
down of class barriers and an improvement in commercial morality. 
The technical question is whether this needs to be expressed in a 
new industrial organization. Could it not be argued that the uprising 
of conscience should express itself in better social legislation and 
higher standards of social services, leaving producers free to follow 
the indications of the market without fear of untoward social conse- 
quences ? In these days, any reference to Adam Smith’s “ invisible 
hand”’ invites titters at one’s naivety. But it remains true that if 
the invisible hand can be made to operate, the promptings of self- 
interest lead entrepreneurs to serve the community regardless of 
any conscious intention to do so. The measure of their service 1s 
results, not good intentions. Until we have a race of disinterested 
supermen, such a principle can be very useful. At our present stage 
of development this is probably the complete answer to the talk 
about “rising above parochial and sectional views”’ or a neW 
‘element of trusteeship about the making of profits.” It would 
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be more to the point to emphasize the fundamental difference between 
competitive profits and monopoly profits. 

Secondly, we are told that labour must have a larger share in 
the rewards of industry. ‘“ There will be a growing insistent demand 
for better material standards at home—less poverty, better social 
services of every kind.’’ An increase in the share of labour can come 
only from three sources: profits, the consumer, or an increase in 
the total product. Sir George Schuster emphasizes more than once 
the need to increase production. Nor should this be difficult—given 
willingness to work harder, or longer hours, and willingness on the 
part both of labour and employers to abandon the abuse of 
monopolistic privileges (such as the suppression of inventions, 
restrictive practices which prevent the adoption of modern technique, 
and restrictions on freedom of entry into an occupation). If produc- 
tion cannot be increased, the position is more difficult. The effects 
on employment of raising wages above the equilibrium level have 
already been indicated. To see that labour secures its full product, 
of course, the most useful thing the State can do is to secure the 
maintenance of competition. No other action is then needed. 
If monopoly exists on the employers’ side, Trade Unions can safely 
be left to see that labour is not exploited. State action is then 
needed, however, to see that the gains of a particular group are not 
achieved at the expense of less organized sections. In principle 
there is no distinction between wages and social benefits, which 
together go to make up labour’s total share. Other things equal, 
increased “social security must be an alternative to higher wages, 
and vice versa. 

The difficulty about social security is that it is used to mean two 
totally different things: security of income and security of tenure 
inemployment. It is clear that intervention on the conventional 
lines already discussed can do much to provide both, by giving 
more adequate financial compensation against unemployment and 
by keeping the economy on a more even keel. But it is undeniable 
that the price system operates only in the interests of consumers 
without regard to those of producers. Nevertheless, the dream of full 
security of employment for all who are willing to work could be 
realized only in a completely static world. Adaptation to changes 
in demand and technique can sometimes usefully be slowed down : 
but it would be altogether impossible if the labour force attached 
to particular units or industries could never be varied at all. In 
orthodox economics, labour is conceived as the variable, mobile 
factor, whose remuneration is determined in a market regardless of 
the financial results of the particular concern by whom it is employed 
at the time. This view pays insufficient regard to the fact that by 
long experience an employee may acquire a higher value to his 
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employer than to any competitor. But this identification with a 
particular concern is itself a reason for retaining his services and 
can best be recognized by such things as pensions Pand profit-sharing 
schemes. To s say that the workers “ will no longer ear 
view that ‘labour’ is merely one of the factors in industry” 
crying for the moon. 

Even more controversial is the suggestion that labour must be 
given a share in management. Probably this stems partly from 
the results achieved in the present emergency by works committees 
and the shop stewards’ movement. If so, it is no more soundly 
based than any other argument from war to peace. At present, 
everybody is straining every nerve to secure the maximum possible 
output from given equipment. In peacetime, changes in demand 
and technique (or the anticipation of such changes) frequently 
demand curtailment of output ag the correct economic policy. 
Labour can hardly be expected to collaborate willingly in such 
decisions. In times of falling demand, the interests of capital and 
labour are fundamentally opposed, for the capital of the enterprise 
can only be conserved by reducing output and all direct costs, 
including that of labour. If labour is to be a standing charge, 
regardless of output, this is merely an additional deterrent on invest- 
ment and therefore militates against full employment in the long 
run. 

Probably it is a recognition of this fundamental divergence of 
interest which leads to the suggestion that employers and labour 
together should be organized into Corporations, exercising within 
their own field the delegated authority of the State. Those who 
put this idea forward as the expression of a new partnership in 
industry are undoubtedly sincere. But it is clear that it might 
commend itself to the less idealistic for very different reasons. 
Analytically, such corporations would not differ from any other 
monopolies. We should simply have a labour monopoly super- 
imposed on an employers’ monopoly to reap a double set of monopoly 
profits. Their interests, like those of any other monopoly, would 
demand restrictions on the freedom of entry into the occupation 
and other methods of curtailing output to keep up prices. If labour’s 

share is to be increased, in other words, let labour and capital get 
together and force the consumer to foot the bill! It is certainly 
significant when big business.men and Trade Union representatives 
begin to talk the same language about industrial ‘ self- discipline.” 
This trend towards syndica lism is by far the most sinister tendency 
thrown up by the war, especially when it is proposed that such bodies 
should exercise the delegated authority of the State. Such a develop- 
ment would be the death-knell of economic freedom in this country 
and the death-knell of the country itself as a great exporter. 
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The New Deal Technique of Control 
By H. B. Dunkerley 


IGHTLY or wrongly, it is widely taken for granted in this 

country that State control of industry will be greatly extended 

after the war. Asa pointer to possible developments, should 
this assumption prove correct, it is well worth examining the modes 
of regulation employed in the United States and the types of organi- 
zation evolved there for this purpose. Attempts at the cont rol of 
industry in the shape of anti-trust legislation directed against 
monopoly are an old story. The New Deal has evolved a distinctive 
new technique. It marked the end of a period—the period of spas- 
modic and ineffectual trust-busting campaigns ; it marked a transi- 
tion from the old-fashioned method of seeking to enforce competition 
by law and the belief that “ the law could compel individualism to 
survive,’ to acceptance of the large corporation and direct inter- 
vention of the Government in the industrial field to prevent big 
business from abusing its powers. For the first time, the Administra- 
tion could intervene in industry before this reached the stage where 
it would come into confiict with the anti-trust laws. It was this 
extension “9 the activities of Government, this threat of positive 
regulation by the Administration in place of the negative restraint 
of the Supreme Court, which aroused such strenuous opposition 
from busine ‘sS interests. 

The N.I.R.A. was the new President’s first move. ‘‘We have 
created,”’ said Roosevelt in his message to Congress of January, 1934, 
“a permanent feature of our modernized industrial structure ’’ to 
prevent both ruinous rivalry in history, and monopoly and restraint- 
of trade “‘ under ane. supervision but not arbitrary dictation of the 
Government itself.’ In practice it was neither ‘permanent nor 
did it prevent “ monopoly and restraint of trade.’’ Its inception 

was bitterly opposed by American industrialists, but its fall, two 
years later, was received with mixed feelings. On the one hand it 
meant a diminution of direct State intervention ; but on the other 
hand, the Act had, in practice, fav oured rather than hindered mono- 
polistic practices. 

To understand how this occurred it is necessary to consider 
the political scene at the time the Roosevelt Administration took 
power. The N.J.R.A. was an Act not merely to provide a method of 
regulating industry, but also to promote recovery and reduce un- 
employment. This was to be achieved in restoring business by 
exempting industries which submitted acceptable “‘ codes of fair 
competition ’’ from the action of the anti-trust laws; in other 


*Quoted in A. R. Burns, Decline of Competition, to which I am ‘indebted for 
much material on the N.I.R.A. used in this article. 
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words, it allowed firms to co-operate openly in reviving their indus- 
tries. The Administration was chiefly concerned with achieving a 
speedy submission and acceptance of the codes. With this object, 
it gave trade and industrial associations the right to draw up codes 
for the whole of their respective industries. The Administration’s 

position was further weakened by its desire to exact higher wages 
from industry in the belief that this would increase ‘purchasing 
power. The trade associations on their side were chiefly concerned 
with obtaining as far-reaching restrictive power as possible and 
their new legal position practically forced a large number of “ out- 
siders ’’ to join them. As a result of these forces, the codes accepted 
were very strongly influenced by the wishes of the industrialists. 

What were these codes of fair competition ? The legislation laid 
down that a code could only be accepted if it did not permit mono- 
polistic practices and if it did not contravene the policy of the Act, 
and the President was given wide powers to impose such conditions 
as he thought fit. In the Act itself, there was no sweeping alteration 
of the anti-trust laws, but a far wider interpretation of ‘‘ monopolistic 
practices '’ was taken by the Administration, as an examination 
of the codes will show. For three industries dealing with natural 
resources, direct control of output was allowed. These three 
were petroleum, copper, and lumber and timber products. In 
these industries prices of products immediately started to rise ; the 
price of crude petroleum, for example, rising 25 per cent. in the second 
half of 1933. In general, however, direct control of output was 
not allowed. But many industries, and in particular textiles, secured 
substantially the same result by obtaining power to prescribe maxi- 
mum hours of plant operation. Direct control of prices was also 
granted to very few industries, and where it was permitted, constant 
evasion rendered it largely ineffective. On the other hand, the 

ereat majority of codes contained provisions against selling below 
costs of production. How effective these would have proved it is 
difficult to estimate, as the Act was declared unconstitutional before 
the accounting systems had been approved. Provisions against 
selling at other than published prices were also widely accepted, 
giving play for much coercion to prevent individual producers from 
reducing their prices. A number of industries also obtained power 
to impose standardization of discounts. and to control long-term 
investment. 

As a result of these restrictive provisions, the codes resulted in a 
marked concentration in each industry, quick profit-taking and higher 
prices, rather than the greatly increased business activity hoped “for. 
It is true that the two years before the Act was declared uncon- 
stitutional witnessed a substantial increase in employment and 
general prosperity, but it was probably more due to other causes— 
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and especially public works—than to the N.I.R.A. The N.I.R.A. 
was a great experiment which failed and its failure must be of 
interest to all those following the trend of Government regulation 
in this country. It taught the Administration the dangers inherent 
in relying on trade associations for an industrial programme. While 
in this country, for example, former directors of the most powerful 
concerns have been placed in charge of the war controls for their 
industries, in America this has been studiously avoided. The war-time 
expansion of industry in the U.S.A. has, in fact, been taken as an 
opportunity to reduce rather than extend the power of industrialists. 
It will be long before Americans again have faith in “ self-govern- 
ment for industry.”’ 

Even while the N.I.R.A. was in force, the President was preparing 
new Acts to limit the power of trusts. Three Acts—the Banking 
Act of 1933, the Securities Act of 1934, and the Public Utility 
Holding Company Act of 1935—limited the power of combines and 
gave the Administration positive powers to intervene and instruct 
companies in their activities. The first two operated chiefly in the 
financial sphere; the third, and probably the most important, 
entered the industrial sphere proper. The Public Utilities Holding 
Company Act required all holding companies in steel and public 
utilities to register with the Government “‘ Securities and Exchange 
Company,” which was given power to simplify their structure where 
this was thought necessary. The aim of the Act was to restrict 
utility companies to the operation of a single integrated process, and 
when the Act was passed the so-called ‘‘ death sentence provision ”’ 
was widely expected to disrupt the U.S. utility industry. The 
disentangling of subsidiary companies’ financies and the extremely 
dificult problems of equity to shareholders have, however, proved a 
very serious obstacle to its operation and at first it was completely 
held up in the courts. 

In the meantime, a new method of introducing flexibility into the 
increasingly restrictive economic system was growing. Government 
ownership and public corporations in competition with private 
enterprise had already been tried successfully in Sweden as an 
alternative to direct regulation. America now saw the Government 
enter the industrial field with a vast hydro-electric scheme, the 
famous Tenessee Valley Authority, followed by others such as the 
Bonneville and Grand Coulee schemes. These giant undertakings 
encountered much opposition both from member States and from 
industrialists. The threat of Government competition was taken 
very seriously, but the Administration still apparently desired to 
work in harmony with, rather than against, industry. In February, 
1939, the President again stated his desire for the Government and 
industry to work in co-operation ‘‘ without problem or fear between 
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them,” affirming that no further expansion of Government hydro- 

electric power plants would be made. In conformity with this 

policy, an attempt was made to obtain the markets for the plants 

nearing completion by arrangements with existing distributors, or 

by buyi ing them out, not at the actuarial value of their assets, but 
, rather at their market value as ‘‘ going concerns.” 

At the same time, the Supreme Court was re-entering the arena 
with a new champion of the old anti-trust laws. The ‘ ‘Temporary 
National Economic Committee ’’—the ‘‘ monopoly investigation ’’— 
in 1938 disclosed the extent of monopolistic practices existing in 
the U.S.A. The new champion, Thurman Arnold, the Assistant 
Attorney-General in charge of the Department of Justice’s anti-trust 
activities, saw the solution to the increase of combination in a more 
vigorous and less corrupt application of the existing anti-trust laws. 
His campaign found some support, but generally speaking, the 
period from 1938 to the entry of America into the war saw little 
outstanding development. 

War controls in the U.S.A. came as an emergency measure and 
must be viewed in that light. Nevertheless, with Congress still 
investigating the activities of many large combines, and with Press 
allegations of secret understandings with the enemy, the opportunity 
was taken to break up, rather than strengthen, some of the trusts. 
In particular, A.L.C.O.A., the aluminium combine which virtually 
controlled the American aluminium industry, was attacked by the 
setting up and expansion of four aluminium plants outside its 
influence. A similar scheme has been developed for manganese. 
On the other hand, it is reported that the new synthetic rubber 
plants are to be largely in the hands of the leading firms in the 
rubber, chemical, and oil industries. It is significant, however, that 
the greater part of the war-time expansion of plant capacity—in 
steel | as in synthetic rubber or aluminium—is being financed by the 
R.F.C. and other Government agencies, which are retaining a large 
measure of control. On the rising tide of the rearmament programme 
the extension of Government control has not created the rivalry 
once feared. It need hardly be emphasized, however, that when 
the war ends the extensive Government control and surplus plant 
will be a major influence on the resulting industrial structure. 

One cannot leave the New Deal without some reference to its 
financial enactments. In Britain the extension of Government 
control in the financial sphere has been largely informal ; in America 
it has been more formal, and three Acts are of particular interest. 
Two of these, the Banking Act of 1933 and the Securities Act of 
1934 have already been mentioned. The former prohil bited the 
dealing in securities by commercial banks or their affiliated societies. 
The latter, based on our own Companies Act, required companies 
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introducing new issues to make a full disclosure of their methods 
and imposed personal liability on the directors for any misrepresen- 
tation in the prospectuses. The third Act, the Securities Exchange 
Act of 1934 required companies to disclose their purchases of their 
own shares, and brokers to disclose all their dealings when requested 
to do so by a Stock Exchange committee. The margins which 
brokers could give on security were limited to about 50 per cent. 
This Act appears to have achieved its purpose in limiting specula- 
tion, but the increased wariness of the public since 1929 must also 
be taken as a contributory factor. 

From this brief outline of New Deal policy towards industry, 
with its relaxation of control in some directions and its extension 
in others, with its antagonism towards big business alternating 
with co-operation, and its vacillations in the field of public utilities, 
it must be obvious that the Roosevelt Administration has often 
followed contradictory paths and it is difficult to see a clear line of 
development. In part, this is due to the fact that the period since 
1933 has been one of economic and political emergency and the 
measures taken have often been opportunist. Partly it can be 
ascribed to a cleavage within the ranks of Roosevelt’s associates, a 
division between those who advocated drastic state intervention 
and those who believed that business would respond adequately if 
co-operation were attempted. gain, it seems probable that the 
Administration has been pursuing simultaneously two ends, which, 
to some extent at least, may be incompatible ; namely, the imme- 
diate expansion of the national income and the destruction of the 
large firm. But despite these contradictions, indeed partly because 
of them, the period provides a wealth of experimental results of 
great significance for the future and of no little importance to a 
country still developing its war-time controls. 


Incomes and Taxation 


OTHING has given rise to more burning controversy than 
N the effects of the war and wartime taxation on the distribution 

of the national income. A great deal of this discussion, unfor- 
tunately, has consisted of broad generalizations based upon quite 
unrepresentative cases. Instances of munition workers earning {15 
a week and messenger boys earning £6 a week have been countered 
by examples of munition workers earning very little for an extremely 
long working week, by the sore plight of many soldiers’ dependants, 
and soon. Something like a scientific approach to the question was 
first made possible by the figures drawn up by the Central Statistical 
Office and published in the two Budget White Papers. Invaluable 
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though this material is, the light which it sheds on this particular 
question of the distribution of national income is limited in some 
important respects: the inclusion in income of allowances in kind 
to members of the Forces, the absence of any information as to the 
incidence of indirect taxation, and the analysis by factors of produc- 
tion instead of actual income groups. 

The available material has recently been greatly enriched by a 
new series of figures made known by the Financial Secretary to the 
Treasury in answer to a question in Parliament, and setting out for 
the different income ranges the number of individuals, the income 
assessed and the tax paid for the years 1938-39 and 1941-42. These 
figures are set out in the table on page 162, and without further 
analysis reveal a number of interesting points. Thus, it will be seen 
that between the earlier and the later year, the number of taxpayers 
with incomes of up to £500 increased by no less than 7,500,000, 
while the number not liable to tax in the £125-500 income range 
declined by 2,200,000 to 3,800,000. The total income within -this 
range, moreover, increased by as much as {965 millions, of which 
only £245 millions were absorbed by tax payments, raising the total 
tax liability to £268 millions in respect of £2,815 millions of income. 
Income within the £500-2,000 range, at £755 millions, showed an 
increase of £135 millions, but the tax liability of this group increased 
by £153 millions, raising the total tax liability to £235 millions (or 
more than 31 per cent. of the gross income) and reducing net income 
by £18 millions. Gross incomes above £2,000 show no increase at 
all, so that the whole of the £125 millions increase in the tax liability 
of these classes represented a reduction in net income. The aggre- 
gate tax liability of those with incomes above £2,000 totalled £325 
millions, or more than 61 per cent. of the total gross incomes of 
{530 millions. At the extreme upper end of the scale the proportion 
now taken in tax is, of course, extremely high. Thus, of the £72 
millions of incomes in excess of £25,000, only £6.6 millions is left 
after payment of tax. 

One set of figures is unfortunately needed to complete the picture 
of the national income, namely, the number and amount of incomes 
below the tax exemption limit of {110 in 1938-39 and £125 in 1941-42. 
With the aid of the Budget White Paper, however, it is possible to 
make an attempt at filling this important gap. Thus it will be seen 
that the incomes covered by the Crookshank figures total £3,000 
millions for 1938-39 and £4,250 millions for 1941-42. According to 
Table II of the Budget White Paper, however, personal incomes 
totalled £4,648 millions for the calendar year 1938, £5,590 millions 
in 1940 and {6,207 millions in 1941. Incomes below the exemption 
limit obviously account for most of the disparity between the two 
sets of figures. But not for {2,100 millions, or the*whole of the 
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difference between the Crookshank figures for 1941-42 and the 
White Paper figures for the calendar year 1941. .If the average 
income below the exemption limit is estimated at {100, which 
seems reasonable, this would imply that such incomes number no 
less than 21,000,000, giving a grand total for all the incomes in 
the country of 34,700,000, ‘which is obviously grotesquely high in 
relation to a population of 47,000,000. 

Fortunately, it is not difficult to detect several qualifications 
that are needed in the White Paper figures before they can be 
assimilated to the Crookshank figures. In the first place, the White 

-*aper includes under personal incomes the revenues of non-profit- 
making bodies such as charities and colleges. This item is no doubt 
comparatively small. A more important discrepancy is that the 
White Paper includes in incomes the estimated money value of 
allowances in kind to members of H.M. Forces and Auxiliary Ser- 
vices. Most important of all is the question which year’s figures can 
most appropriately be taken. There can be little doubt that this 
should be 1940 rather than 1941, since the incomes assessed for 
1941-42 under Schedules D and E would not be those currently 
earned during the period but the incomes of the previous financial 
year. It will be seen that the White Paper figure of personal incomes 
for 1940 is some £600 millions less than for 1941. If a further {100 
millions is deducted (as a guess-work adjustment for allowances in 
kind and the incomes of non-profit-making bodies) one obtains an 
estimate for incomes below {£125 of £1,400 millions, instead of £2,100 
millions. Still assuming an average income within this range of 
f100, this would indicate the total number of incomes at 27,000,000, 
which appears reasonable but may still be somewhat on the high 
side. 

To obtain a comparable figure for 1938-39 is more difficult, as 
there is no Budget White Paper figure for 1937. Probably there 
was no great change in total incomes between 1937 and 1938, how- 
ever, and it therefore seems reasonable to use the 1938 figures, 
deducting, say, {50 millions. This gives a 1938-39 figure for incomes 
under {£125 of £1,600 millions. On this basis, in other words, there 
would be a decline of £200 millions on the lowest range of incomes 
Had there been an increase in this range, it would change funda- 
mentally the general picture of the shift in national income due 
to the war. But on general grounds, one would imagine a reduction 
in the lowest income group to be more probable than a large increase. 
On a total of £2,100 millions, there would have been an increase of 
11,000,000 in the number of incomes below {500. It is surely more 
reasonable to suppose that the very large increase in the {125-250 
and {250-500 groups was due partly to a shift into this range of a 
number of individual incomes formerly less than £125. 
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Gross INCOME BY GROUPS 
1938/9 1941/2 

% of ; Change on 1938/9 
£m. total £m. é £m. % 
Under 125 1,600* 34.8 1,400* ; — 200* £2. 
125—250 1,260 ae 1,600 + 340 27 
250—500 590 i. 1,215 ; + 625 106. 
500—I,000 350 , 455 + 105 30. 
I,000—2,000 270 5. 300 h + 30 ++ 8£. 
2,000—5,000 235 ° 235 2! — —_ 

Over 5,000 295 ‘ 295 . — 


4,600* 00. ,500* 100.0 + goo* + 19.6 


* Estimated. 


The appended tables indicate the movements in the size and 
distribution of the national income, both gross and net, on the 
assumptions indicated. It will be seen that the increase in gross 
incomes is estimated at {900 millions, or rather less than 20 per cent., 
of which £765 millions would have accrued to the “ under £500’s.” 
The most striking change in distribution is, on our assumptions, the 
decline from 34.8 per cent. to 25.5 per cent. in the share of the under- 
{125 group. If all incomes under £500 are taken together, however, 
the change is very slight—from 75.0 per cent. of the total in 1938-39 
to 76.7 per cent. in 1941-42. If our figure of £1,600 millions for the 
lowest range of incomes in 1938-39 is reduced to £1,400 millions, the 
increase in total income becomes £1,100 millions, or exactly 25 per 
cent., while the share of the under-£500’s would then have increased 
from 73.9 per cent. to 76.7 per cent. It will be noted that incomes 
over £2,000 are estimated at only 11.5 per cent. of the total in the 
earlier year and 9.6 per cent. in 1941-42. 

Owing to the wartime increase in taxation, the increase in net 
income has, of course, been much less than in gross income, while 
the shift in its distribution is much more pronounced. Thus, the 
increase in total income appears only at £367 millions, or 8.6 per 
cent., which would be increased to 13.8 per cent. if small incomes in 
1938- 39 were reduced to £1,400 millions. The share of the under- 

{500’s in 1941-42 amounte d to no less than 84.6 per cent., compared 
with 79.7 per cent. in 1938-39 (or 78.8 per cent. if small incomes in 
1938-39 are reduced as above). Net incomes in excess of £1,000 show 
a combined decline of £171 millions, or 30 per cent., those over 
{5,000 having been reduced by more than half. The share of incomes 
over {1,000 has been reduced from 13.1 per cent. to 8.3 per cent., 
that of incomes over £2,000 from 7.9 per cent. to 4.4 per cent., and 
that of incomes over £5,000 from 3.8 per cent. to 1.7 per cent. 

More interesting than the change in income groups as a whole is 
the position of the representative individual within those groups. 
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NET INCOME BY GROUPS 


1938/9 1941/2 Change on 1938/9 
% of %, of 

£m. total £m. total £{m. % 
Under 125 1,600* 37.2 1,398* 30.0 — 202* — 12.6 
125—250 1,255 29.2 1,500 22.32 + 245 + I19.5 
250—500 572 53.3 1,047 22.4 + 475 + 83.1 
500—1,000 310 7.2 330 o.2 + 20 + 6.4 
I,000—2,000 22: 5.2 185 3-9 — 38 — I7.1 
2,000-—5,000 174 4.1 125 2.7 = — 28.2 
Over 5,000 164 Rass 80 Pee 84 — St. 2 
4,298* 100.0 4,665* 100.0 + 367* 4 8. 6 

*Estimated. 


Some information on this subject is obtainable from the final table, 
which. shows the changes in the average income for each group, both 
gross and net. On our assumptions, the total number of incomes 
increased between the years in que stion from 25,800,000 to 27,700,000, 
that is, by 1,900,000. If small incomes in the earlier year are reduced 
to £1,400 millions, the increase in the number of incomes would be 
3,900,000. Dealing first with gross income, it will be noted that the 
average both in the {250-500 group and the £1,000-2,000 group has 
AVERAGE INCOME BY GROUPS 


Number Average Income within Groups 
in Group Gross Net 

on aes oe egal i ae, ae, 

1938/9 1941/2 1938/9 1941/2 1938/9 1941/2 

Under 125 16,000,000* 14,000,000* 7 # Boe A 
125—250 7,250,000 9,200,000 174 174 173 163 
250—500 1,750,000 3,500,000 337 347 327 299 
500— 1,000 500,000 685,000 700 664 620 482 
1,000—2,000 195,000 210,000 1,384 1,428 1,144 880 
2,000—5,000 78,500 78,500 2,995 2,995 2,217 1,592 
Over 5,000 26,500 26,500 II,I20 11,120 6,190 3,020 


* Assumed. 


increased, whereas that in the {500-1,000 group has fallen appre- 
ciably. This suggests that a large number of income earne rs, for- 
merly just be low the £500 mark have now been raised somewhat 
above that level. The concept of gross income is not altogether an 
academic one; it will have significance, for example, should the 
level of direct taxation ever be reduced. For immediate purposes, 
however, net income is of much more practical concern. It wili be 
seen that average ret income in the different groups has fallen by 
the following percentages : Under £125, 0.1; £125-250, 5.5; £250- 
500, 8.6; £500-1,000, 22.3 ; £1,000-2,000, 23.1 ; £2,000-5,000, 28.2 ; 
over £5,000, 51.2 

These declines are only partly the result of wartime taxation. 
Partly they are due to changes in the number of individuals in some 
of the groups. Hence the movements have to be interpreted with 
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some care. In the £500-1,000 range, for example, there must be 
large numbers of salary earners who have received no increase in 
income since war began and have, therefore, borne the full incidence 
of the increased taxation, and on the other hand large numbers 
engaged in war industries who have been brought within this range 
only by substantial increases in income. These considerations do 
not apply to the over-£2,000’s, whose number is shown as com- 
pletely unchanged. In the case of the over-{£5,000’s, for example, 
the decline in net income to little more than £3,000 from over double 
that amount is realenough. At the same time, it is unlikely that the 
share of this group in the restricted wartime flow of goods 
and services has been reduced in the same proportion as the share 
of net income, owing first to the regressive effect of indirect taxation 
and secondly to the possibility of drawing upon capital. 

Capital consumption is inevitably encouraged by penal direct 
taxation, because the loss of future net income due to a given draft 
on capital is sharply reduced. Thus, the 100 surtax-payers with 
incomes over {100,000 have had their average net income reduced 
from £55,000 in 1938-39 to no more than £7,000 in 1941-42. If, 
however, they chose to resist any curtailment of expenditure by 
consuming {£48,000 of capital invested at 5 per cent., the loss of 
future net income (after tax at 19s. 6d. in the £) would be no more 
than {60. If the capital were earning only 3 per cent., of course, 
the loss of future income would be no more than £36. It may be 
argued that, in the long run, capital consumption promotes a more 
equitable distribution of income and is therefore actually advan- 
tageous. However desirable it may be to reduce gross inequalities 
of income, however, any gain to the community is likely to be more 
than offset if this result can only be brought about by the reduction 
of national capital. This is, of course, quite apart from the familiar 
argument that the possibility of achieving a large income may be 
a necessary incentive to enterprise beneficial to the community as 
a whole. Moreover, capital consumption is not confined to the very 
rich, but has been forced upon many recipients of comparatively 
modest incomes. But this process has very definite limits, which in 
many cases may not be far distant. If time goes on, therefore, quite 
severe hardships are likely to be experienced in the middle, and even 
upper-middle, income ranges. 

The moral of these figures seems, in fact, to be twofold. At the 
extreme upper end. of the scale there is enormous inequality of 
income which it would be difficult to defend. On the other hand, 
the sharp reduction in the net income of this limited group strikingly 
indicates the extent to which the policy of “ soaking the rich ’’ has 
been carried ; while the extremely small share of this group in the 
national income as a whole clearly refutes any possibility of financing 
the war by this method. 
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Australia’s Expanding War Programme 
P £ og 
By D. F. Kerr 


N impressive advance in Australia’s war effort has taken place 

during the past twelve months. The Dominion’s industrial 

capacity has been adapted and expanded to meet the mounting 
needs of war in a way that only two years ago might well have 
seemed impossible. This is reflected, for example, in the sharp 
increase in the national income from an estimated total of {A860 
millions in 1939/40, to {Agro millions in 1940/41, and to £A1,000 
millions or more in 1941/42. Expansion was well under way before 
Japan’s entry into the war. A thumbnail picture of Australian 
industry would now show production in full swing—though not yet 
at the peak--of modern aircraft, guns, munitions of many varied 
kinds, tool and special steels, machine tools, newsprint and chemicals. 
Output of some essential raw materials, clothing and numerous 
types of equipment is also rising steadily. Though the socialist 
policies of the new Labour Government are naturally not approved 
by all Australians, the political disturbances of the early part of 
the year have now abated, and the general firmness of the Curtin 
Government’s administration is encouraging. 


Economic Mobilization 

By the end of 1941 the stage had been reached in Australia 
where further expansion in war production could be only at the 
expense of civilian consumption. During 1942 the Commonwealth 
Government has moved speedily to implement a more positive 
policy of transferring resources to war work. In February, Mr. Curtin 
announced a nine-point “‘ economic control plan,’ to bring about 
‘fundamental changes in the Australian economic system.”’ Briefly, 
this plan made provision to transfer labour to the war industries 
on a large scale ; to peg profits, wages and prices of all goods and 
services ; to make absenteeism illegal; to prevent speculation in 
commodities ; to control interest rates; and to prohibit the sale 
or investment of capital. In the main there was nothing particularly 
startling in these announcements, which represented rather a 
development of existing programmes than any new approach. 
However, strong opposition soon developed to the proposals con- 
cerning capital transfers and limitation of profits. Critics pointed 
out that existing restrictions on borrowing against securities and 
forward dealings would, if accompanied by the fixation of maximum 
and minimum prices, prove adequate to divert the flow of capital 
into essential uses, especially as control of new issues was already 
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in the hands of the Capital Issues Board and the banks. The 
Government then agreed to permit dealings in securities between 
a fixed range of prices, subject to certain minimum requirements 
as to time of registered ownership, and to allow sales of land and 
property up to not more than 10 per cent. above a “ fair’’ price 
in February, 1942. Even more marked opposition arose concerning 
the proposal to limit profits to 4 per cent. on capital, including 
reserves, mainly on the grounds that incentive to efficiency would 
be lessened and that profits might be kept down by allowing costs 
to rise. After some months of deliberation, the Government decided 
in July last to abandon this measure, ostensibly on account of the 
‘insuperable administrative difficulties ’’ involved. 

Man-power is the central point of the war programme. As there 
was no large body of unemployed in Australia when the war began, 
a labour shortage soon developed. The initial steps in tackling 
this problem took the form of increasing the proportion of semi- 
skilled to skilled labour in the war factories, extending training 
schemes, and diluting the labour force generally. Inevitably there 
was some trouble from labour “ poaching ’’ between employers and 
from organized labour, which feared industrial conscription even 
more than the loss of hard-won privileges. However, the Govern- 
ment has now established a system whereby all change of employ- 
ment must be made through the offices of the Department of Labour 
and National Service, and there is now less opportunity for com- 
petition for labour between the Commonwealth and State Govern- 
ments, the services and industry. As an illustration of the change- 
over from the less essential to war industries, total employment in 
munitions, aircraft manufacture and shipbuilding increased sub- 
stantially between July, 1941, and January, 1942, by 2g per cent. 
in the case of males and by 73 per cent. in the case of women. At 
the other extreme, banks, insurance and retail trade show a fall in 
male employment of nearly 15 per cent., coupled with an increase 
of some 22 per cent. in the employment of women. According to 
recent Government announcements, about 320,000 workers are to 
be transferred before the end of 1942; already over’100,000 have 
moved. This large-scale shift will involve a sharp restriction of all 
unessential activity. 

Full employment has brought the question of wages policy to 
the forefront. Wage rates in Australia have been on the upgrade 
for some time, although in real terms wage rates (as distinct from 
earnings) are slightly less than in the first few months of the war. 
The wages “‘ peg’ provided in the nine-point economic control plan 
specifically permitted increases in wage rates arising from then 
current negotiations, from the quarterly cost of living adjustments 
to the “‘ basic wage ’’’—a minimum wage for all workers determined 
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by tribunals in accordance with the various Commonwealth and State 
Arbitration Acts—and from adjustments to bring wages in similar 
industries into line. Some doubt may thus be justifiable whether the 
peg will prove a really effective check to rising wages. There is 
admittedly a very real danger that industrial relations might be 
damaged by any moves which might be interpreted as an attack 
on the basic wage or award scales, but recent Government pro- 
nouncements have shown a firmness previously lacking in this vexed 
problem. In any case, excess purchasing power will undoubtedly 
have to mopped up by a vigorous fiscal policy. 

Up to the present, official action to prevent profiteering and to 
minimize the effect of oversea influences on domestic prices has 
been fairly successful. In March, 1942, the Commonwealth Statis- 
tician’s wholesale price index (1928/29 = 1,000) was 1,102, repre- 
senting increases of some g per cent. on the year and of 14 per cent. 
on March, 1940. Corresponding increases in the Board of Trade 
index for the United Kingdom were 5 per cent. and 23 per cent., 
respectively. The Commonwealth Statistician’s retail price index 
(1928/29 = 1,000) in the March quarter of 1942 was 1,032, a figure 
6 per cent. higher than in March, 1941, and 13 per cent. above the 
level of March, 1940. No information is available to suggest that the 
cost of living is being subsidized in Australia as in Britain. It is 
interesting to note that the Commonwealth Price Commissioner 
considers that part of his function lies in using the price control 
mechanism to control profits. This line of thought has met with 
criticism, chiefly on the grounds that such action tends to act as a 
deterrent to efficiency and that the proper means of controlling 
excess profits is by sound taxation policy. 

One of the most significant features of the past year has been the 
development of a situation in which the output of some important 
Australian food products is now running at levels insufficient to 
meet both United Kingdom requirements under the various food 
contracts and domestic demand. On the one hand, there has been 
a marked increase in home consumption, estimated at, say, 20 per 
cent. over the past year, while on the other hand output has declined. 
The higher level of domestic demand can be attributed to the larger 
number of fighting forces now in Australia—the return of the A.I.F. 
and the arrival of United States troops—as well as to fuller employ- 
ment and the expansion in earnings. Bad seasonal conditions and 
shortage of labour are the main causes of the reduced output, but 
difficuities have also arisen from the strain on transport facilities, 
the shortage of fertilizers and certain feeding-stuffs, and, finally, 
the general uncertainty of future markets. 

The wheat problem is one of surplus, not shortage, as Australia 
is faced with a substantial fall in export demand, which in a normal 
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year accounts for approximately two-thirds of production. In the 
dairying industry the fall in production has been marked. Butter 
production in 1941/42 has been estimated at about 140,000 tons, 
representing approximately three-quarters of production in the 
revious two years. In each of the first two war years the British 
contract called for 100,000 tons of butter, although in the second 
year only 78,000 tons were shipped. The present contract is for 
no more than 57,000 tons of first-grade butter, but assuming home 
consumption of around the normal figure of 100,000 tons, it is clear 
that the production is, nevertheless, insufficient to meet both. In 
the case of cheese the United Kingdom contract has been stepped up 
from 20,000 tons in each of the first two years to 40,000 tons this 
year. Last year only 15,000 tons were shipped, while this year there 
is every possibility that production will fall short of the British 
contract figure, quite apart from home requirements. A somewhat 
similar picture is seen in the meat industry, which has to meet a 
contract figure of 208,000 tons this year, compared with 198,000 tons 
last year and 260,000 tons in the first war year. Present indications 
are that lamb requirements will be met, but that there may be 
a shortage of beef, while production of pig meats is well below 
requirements. Sugar production has also fallen substantially, but 
as export requirements have dropped output should be sufficient to 
meet all needs. To ensure that all possible is done to meet British 
contract requirements, Australia is making an effort to both increase 
production and to reduce home consumption; it may even be 
necessary to introduce some degree of rationing. This policy will 
probably have repercussions on man-power needs for other war work. 


War Finance 
The expansion of the Australian war effort is strikingly illustrated 
in the Commonwealth accounts, summarized in the following table :— 
COMMONWEALTH EXPENDITURE 
(£A million) 
1940/41 1941/42 1941/42 1942/43 


Budget 
Actual Estimate Actual*  Estimate* 
War Expenditure : 

Australia . 7” sid 127.0 162.5 Not available 

Overseas... aes SH 43.0 59.0 Not available 

Total War .. es a 170.0 221.5 319.5 400 

Non War .. wy ‘4 &9.1 106.1 106.1 100 
Total Expenditure .. ee 259.1 327.6 425.6 500 


* Preliminary estimates. 
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The Chifley Budget brought down in October, 1941, provided for 
heavy taxation of higher. incomes, but the increased contribution 
from middle and lower incomes was mainly in the form of indirect 
taxes. In December further taxes were imposed on companies 
and personal incomes of over {A3 per week. Nevertheless, the 
proposals envisaged borrowing from the public and from the banking 
system to the extent of £A14o millions, and the amount ultimately 
borrowed was actually as high as {A211 millions. During the year 
some {A120 millions was raised by way of public loans, while War 
Savings Certificates contributed the disappointingly small figure of 
fA13 millions. The balance of £A79 millions—or most of it—was 
apparently borrowed from the Commonwealth Bank. 

The conclusion can only be that Australia is now facing a critical 
financial situation. The large expansion of the loan programme is 
the direct result of war expenditure growing well beyond the 
estimates. Reference to the table indicates that war expenditure 
in 1941/42 was roughly half as much again as estimated and almost 
double that of 1940/41. Official statements indicate that in the 
present financial year, 1942/43, total expenditure will reach {A500 
millions, of which £A4oo millions will be for war purposes. Expen- 
diture on this scale would Iepresent about 50 per cent. of the 
Australian national income, or nearly*fA7o per head. The broad 
outlines of the 1942/43 budget problem are clear enough. Increased 
direct taxation is clearly needed, especially on the lower incomes, 
while the loan programme will require a much larger response to 
public loans and small savings. It seems inevitable that there will 
be further borrowing from the Central Bank, though the dangers 
of this must be apparent. An extension of direct controls over 
consumption is the logical corollary of fiscal action. Already clothing 
rationing has been introduced in Australia, but other goods in short 
supply have still to be brought within the rationing orbit. Maximum 
economy in State expenditure is also necessary. 

The growing financial responsibilities of the Commonwealth have 
brought the lack of consolidation of Commonwealth and State 
taxation into the limelight again. Previous attempts to bring about 
a uniform system of taxation had failed, but in February last 
the Commonwealth Government appointed a Committee to 
re-examine this problem. The Committee recommended that the 
States should vacate the field of income tax (including company 
tax) for the duration of the war, the States to be compensated on 
the basis of their average income-tax collections in the years 1939/40 
and 19.40/41, a total of £A34.5 millions, less savings in State adminis- 
tration and collection expenses. Inevitably the “States rejected the 
plan, mainly on the argument that their sovereign rights would be 
seriously affected. Nevertheless, the Commonwealth introduced the 
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requisite legislation and four of the States appealed to the High 
Court, on the grounds that the legislation was unconstitutional. 
In July the High Court gave a majority verdict (three to two) in 
favour of the Commonwealth. Uniform taxation will therefore be 
applied for 1942/43 and subsequent years of the war. The solution 
isa temporary one, and the long-term question, whether development 
should be pushed ahead in the States which need it most or in 
those whose financial position is strongest, remains a problem for 
the future. It is perhaps interesting to note that the States still 
have appreciable revenue from other taxes, totalling, say, {Azo 
millions annually. 





Banking Position 
The high rate of war expenditure shown above has naturally been 
reflected in the banking figures, which contain ample evidence of 
a substantial credit expansion :— 
AUSTRALIAN BANKING AGGREGATES 


Quarterly Averages — Nine Trading Banks 
(£A million) 





March, March, June, Sept., Dec., March, 
1940 1941 I94I IQ4I Ig4I 1942 
Deposits : 
Interest-bearing. . -s 209.8 207.7 207.3 202.2 202.9 205.4 
Current .. sie «+ 390.2 266.5 %57.6 350.2 - 273.7 107.2 
Fotal .. ne -. 347.9 3608.5 365.1 361.3 376.6 388.6 
Cash e “a os O05 « 425.8 36.4 38.9 44.8 44.1 
Treasury bills i in E39 43.5 AY. 34.0 46.0 49.7 
Total .. ae .. 85.4 89.1 a9 5 72:5 go.8 93.8 
Government securities .. 33.4 nt 61.3 61.8 62.3 58.8 
Special war-time deposits 
with Commonwealth Bank - — 20" 27:53 
Advances .. ag .. 279.7. 278.2 283.1 282.0 278.0 265.0 
Ratios : % % % % % % 
Cash to deposits can ae 12.4 10.0 10.8 II.9 at .3 
Cash plus Treasury Bills 
to deposits... ~» 2436 24.2 ar.3 18.0 24.1 24.0 
Advances to Dept. s+ SOs0 75-5 77.5 78.0 73.8 68.2 
Interest-bearing to total 
deposits “ ~~ C3 56.4 50.8 55-9 53-9 51.8 





* Seven banks only. 


Lisregarding seasonal fluctuations, the general trends shown by the 
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aggregates have been much the same as in the United Kingdom. 
The most notable movement has been the steady rise in deposits. 
Movements on the assets side conform to the familiar war-time 
pattern. The total holding of liquid assets was, in the aggregate, 
higher in March last than in any period during the past two years. 
Contrary to experience in this country, the Australian trading banks 
have added only slightly to their holdings of Government securities 
during the past year, although the total of this item is well above 
March, 1940. 

To some extent this check to the expansion in investments has 
no doubt resulted from the new banking regulations brought into 
force by the Government in November of last year, with the object 
of ensuring closer accord between official policy and bank investment 
and loan policy, as well as to prevent the banks making any extra 
profits from secondary credit expansion initiated by the Government 
war programme. In brief, each bank has been licensed and required 
to deposit with the Commonwealth Bank all its “ surplus investable 
funds,’ defined as the amount of assets in excess of the average 
in August, 1939. Interest is paid on these deposits at a rate such 
that the profits of each bank will be equal to the average profits 
of the three pre-war years. Thus the rate may vary for each bank. 
In addition, the regulations provide that the special deposits may 
not be withdrawn without the consent of the Commonwealth Bank, 
thus they are not comparable with the Treasury Deposit Receipts 
system adopted in this country, for in Australia encashments are 
unlikely except in the most exceptional circumstances, which would 
relate to questions of profits rather than to credit policy. The 
regulations also state that the banks may purchase Government 
securities only with the consent of the Commonwealth Bank ; 
similarly, trading bank advance policy must conform to that laid 
down by the Central Bank. 

Although the trading banks accepted the regulations, they have 
made it clear that a more flexible system would be more to their 
liking and certainly no less efficient. While there may have been 
some slight divergence between the investment and loan policies 
of the banks and the authorities—the Government announcement 
of the regulations suggested that the gap was a major one—the 
banking figures offer little evidence of credit expansion initiated 
by the banks. As far as can be judged to the present time, the main 
effects of the regulations have been to emphasize previous trends 
and to bring about more uniformity in policy as between the trading 
banks. Probably the most marked change has been in liquidity. 
Instead of adding to their Treasury bill holdings, the banks have 
now accumulated more or less frozen balances with the Common- 
wealth Bank, to the extent of £A27 millions, in the March quarter. 
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Oversea Trade 


As statistics of oversea trade were discontinued towards the end 
of 1941, relatively little can be said about recent developments in 
the Australian balance of payments. The latest trade figures are 
shown in the table below :— 


AUSTRALIAN OVERSEA TRADE 
(£A million) 


os , Gold Surplus External 
Imports §=©Emporte Output Seen? Interest 
1939/40 es .. 145.0 149.7 17.6 + 22.3 27.9 
1940/41 63 ~. 230.2 135.0 16.4 + 15.2 28.1 
Three months to Sept. : 
1940/41 . -. ee 32.6 4.2 — 1.2 8.7 
1941/42 - «| “a 35.1 4.0 — 5.3 8.8 


*Plus Gold 


In each of the three years to 1940/41 the export surplus fell short 
of Australia’s oversea commitments for interest. In 1940/41 there 
was actually an import surplus. Yet official statements indicate 
that there was a rise in London funds. It is easy enough to see 
the most important of the operative factors in this rise. London 
funds have been assisted by the sale of gold, the payments by Britain 
for primary products not yet shipped (these are excluded from the 
trade returns), and by payments for orders placed by the Eastern 
Group Supply Council in Australia. Some indication of the move- 
ments in London funds can be obtained from the Commonwealth 
Bank’s figure of sterling reserve and money at short call in London, 
which in June, 1941, was £{A71.7 millions, compared with £A59.1 
millions in June, 1940. By April, 1942, the figure had dropped to 
{A52.1 millions, but there had been little change since October of 
last year. 

The position is not likely to become much easier in the immediate 
future ; it may even deteriorate. Exports have fallen, mainly as a 
result of shipping shortage, but also owing to the more consistent 
Empire policy of keeping trade movements down to essential items 
only. Similarly, Australian policy towards civilian imports has 
become much more drastic, although such information as is available 
suggests that imports for war purposes are running at a high level. 
Finally, it is worth mentioning that the value of exports has been 
sustained by an improvement in export prices over the past two 
years or so. The Commonwealth Bank index for 1939/40 was 77.3 
(1928 = 100), but it rose to 81.8 for 1940/41, since when there has 
been little change, the latest available figure being 82.7 in February, 


1942. 
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Sharing The Costs of The War 


By Ernest H. Stern 
I: his fifth report to Congress on the working of the Lend and 


Lease arrangements for the period ending June 11, 1942, President 

Roosevelt enunciated a new principle for dealing with one of the 
most obstinate obstacles of co-operation among the United Nations, 
namely, the method of sharing the costs of the war to the fullest. 
This principle is as plain as it is lofty and sound. “ No nation,” 
says President Roosevelt in effect, “‘ shall grow rich through the 
war effort of its allies. The money cost of the war will fall according 
to the rule of equality of sacrifice.” Nothing seems to be more 
natural, once we have realized that this war is one and indivisible, 
that it is fought by all the United Nations for all the United Nations. 
However, it makes and requires a great statesman firmly to estab- 
- lish principles, as natural as they are just, when his contemporaries 
are still fettered by traditions derived from bygone circumstances. 
As a matter of fact, President Roosevelt’s principle of equitably 
sharing the costs of the war has not yet been embodied in any Act 
by any of the United Nations, it has not yet even been approved 
and made binding by any solemn resolution. If we review the 
presert state of affairs with open eyes we find that we have only 
started to think, plan and act as partners in a common enterprise. 
We have advanced farthest on our way in the purely military sphere. 
The United Nations have begun to use their armed forces according 
to a commonly concerted plan, subordinating them, where necessary, 
to Allied commanders. Dovetailing is certainly not perfect, but 
plans have been laid down and are in the course of being implemented. 
In the economic sphere, a pooling of material resources has been 
arranged recently between the U.S. and the U.K. ; and a part of the 
armament in this country, the Dominions and the U.S.A. is being 
manufactured according to a common plan of production and in 
some instances in common patterns of design. Still, we have seen 
no more than a small beginning of collaboration. If we review, 
however, the financing of the combined military and economic 
efforts, we find, to our astonishment, that—with minor exceptions, 
of which the American and British ‘‘ Lend-Lease’ arrangements 
are the outstanding example—a fiction of ‘‘ everybody for himself ”’ 
has been maintained. So. far, each nation pays for its own work 
and is expected to hand over to a brother nation its savings of 
generations, its heirlooms, as it were, or to borrow when it has no 
more heirlooms to sell, whenever it takes from that brother nation 
provisions to be spent in the common cause. 

The Lend-Lease supplies are an early attempt at dealing with 
the matter in a more sensible way, but this scheme is conditioned 
by the imperfections of the period in which it was conceived and is 
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no longer suited to the task. Far be it from us not to give full praise 
to the foresight, daring and generosity of heart of those who carried 
it through in the U.S.A. against powerful opposition and could at 
that time not have conceived of any better solution. All the same, 
the rapid stream of events has carried all of us far beyond that 
stage. Admittedly, the preliminary agreement signed in Washington 
last February lays down that the final Lend-Lease settlement is to 
take full cognizance of all ‘‘ property, services, information, facilities 
or other benefits or considerations provided by the Government of 
the United Kingdom ”—but only subsequent to March 11, 1941, 
when Lend-Lease itself began. If the war is now recognized as the 
common cause of this country and the United States, the fixing of 
so late a date as the dividing line cannot be defended on any logical 
grounds. Interpreted by a legislative who has not shared the 
anxieties and emotions of our present emergency, moreover, such a 
settlement could in any case become a source of endless frictions, 
less in degree only than the financial arrangements of the last war. 

The resolution of Canada earlier in this year to supply free of 
cost and of any obligation to repay at a later date war essentials to 
this country to the amount of $ Can. 1,000 million was a great step 
forward in principle, but its scope is limited. None of the other 
members of the British Commonwealth has so far followed this 
fine example. Presumably the peoples of the various United Nations 
are not aware of the unsatisfactory state of the arrangements of 
financing their common struggle, because they are not aware of the 
facts. So let some figures speak. It may surprise the citizens of 
this country, wont to criticize their Government for insufficient 
efforts, that they have provided out of their own endeavours or 
paid out of their own savings by far the greater share—calculated 
per head of the population—of the arms and equipment provided 
for the United Nations: considerably more than the U.S. or Soviet 
Russia, and also much more than the British Dominions. The 
best estimates obtainable are approximately as follows, if the period 
of preparation is regarded as beginning in 1933 :— 

, TABLE I 


DEFENCE EXPENDITURE, EXCLUDING SCORCHED EARTH, LOOTING OR DESTRUCTION 
BY ENEMY ACTION 


Total Per Capita 

April, 1933, to June, 1942: £ millions ; 
U.K. “ a on wie xis 10,000 Roughly 210 
U.S., including Lend-Lease* .. ae 10,000 to II,000 1 80 
U.S.S.R. (rather tentative estimate) .. 10,000 to 11,000 pe 60 
Australia .. 4 7 a bem 600 - 85 





* The bulk of the American expenditure has been converted into sterling at 
a rate of $3.75 to the f, instead of at $4.03, in order to account for different cost 
levels. If converted at the official exchange rates, the American effort would 
appear to fall behind this country’s effort not only relatively, but even absolutely. 
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Scorched earth, looting and other destructions by enemy action 
have certainly raised the material sacrifices of Russia very sub- 
stantially above the figure shown in Table I. Similarly, the British 
expenditure would show an increase if the destruction of British 
property in the Far East is included. We cannot figure out these 
additions as yet and have just to keep them in mind. In the coming 
twelve months, American expenditure may .exceed our own per 
head of the population, though not by a large margin, and thus 
narrow the gap between their and our economic effort in our common 
defence. The anticipations are as follows :— 


TABLE II 
DEFENCE EXPENDITURE, EXCLUDING SCORCHED EARTH, LOOTING OR DESTRUCTION 
BY ENEMY ACTION 


Total £ (millions) | Per capita, £ (roughly) 
Apl., 1933 12 months ro} years | Apl., 1933 12 months’ 10} years 


to to to ‘ to to to 

June, 1942 June, 1943 June, 1943| June, 1942 June, 1943 June, 1943 
U.K. .. 10,000 4,500 14,500 210 94 300 
am” «. 33,290 16,500 27,750 | 85 125 210 
Australia. . 600 300 goo | 85 45 130 


All these figures are approximations. Different price levels, 
price and exchange fluctuations make exact comparisons impossible, 
but the order of magnitude may be properly reflected. Prodigious 
as the American effort now is, and even more prodigious as it promises 
to be, its total per capita will still be behind our own total effort to 
the extent of one-third by the middle of next year. By that time 
the total Australian defence expenditure per capita will be less 
than one-half of our own, for protection against a peril now as close 
to them as to us, and no less deadly. 

However, we should guard ourselves against thinking that an 
equal expenditure is an equal burden and that a final settlement 
could provide for an equal distribution, say, per head of the popula- 
tion. To put it simply: an equal amount of whatever unit of com- 
parison may be adopted—pounds or dollars, or gold or man-hours 
or machine-hours or any combination of them— weighs much heavier 
on a poor country, or even on a potentially rich but growing country, 
than on a well-developed one. Looked at in this way, it may well 
turn out that Russia and Poland head the list, even in the field of 
material sacrifices. The settlement must not aim at equality of 
costs, but at ‘‘ equitableness,’”’ or, as President Roosevelt put it, 
‘at equality of sacrifice.” The principles that have gained ground 
in all advanced countries for providing the means of the common 
security—that the material contributions should be measured in 
terms of the ability to bear them and that nobody should wax rich 
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on a common emergency—these same principles will have to be 
adopted for the settlement among the United Nations of the costs 
of the war. The ingenuity of the economists and the statisticians 
in the various countries will be severely taxed in designing a set of 
yardsticks with which to measure the costs, as well as the various 
countries’ ability to bear their share. The effects of the war no 
less than the kind of peace that follows and the very mode of the 
settlement of the costs will have a profound influence on that ability. 
Even such gauges as national wealth, national income, economic 
potential and transfer capacity were not cut in the same measure 
before the war and many of them have since come under the 
German sledge hammer. Our statesmen should, therefore, be given 
the right to substitute fairness, broadmindedness and enterprise, 
whenever calculatory exactitude fails their technical advisers. 

At present President Roosevelt appears to visualise that a 
settlement would be equitable if the war expenditures of the various 
nations were equal in proportion to their respective national incomes. 
This is presumably only a first approach to a difficult problem 
of accounting and may not be fully equitable for the poorer partners 


TABLE III 
War Expenditure 
National War as % of 
Income Expenditure National Income 
U.K. Fiscal years beginning April : £ millions % 
7 years, 1933 to 1939 (approx.) 30,000 1,200 4 
1940 en - 5,800 2,800 48 
1941 = is 6,400 4,000 63 
1942 ig ~ 6,700 4,400 66 
Total 10 years... sg 48,900 12,400 25 
U.S. (including Lease-Lend) 
Fiscal years beginning July : $ millions % 
7 years, 1933 to 1939 (approx.) 430,000 7,000 2 
1940 i ‘ 84,000 6,500 8 
194! ae * 104,000 26,000 25 
1942 o = [15,000 62,000 54 
Total 10 years... = 733,000 101,500 14 
AUSTRALIA. 
Fiscal years beginning July : £A millions % 
7 years, 1933 to 1939 (approx.) 4,900 150 3 
1940 ia i goo 200 22 
I94I - i 1,000 300 30 
1942 + - 1,100 360 33 
Total 10 years... - 7,900 I,010 13 














170 ~~ ~THE BANKER 








in our enterprise, who have so much less to spare over the bare 
necessities of life, than we or the U.S.A. However applied, what 
does it amount to in figures? This is what present-day statistics 
indicate. Soviet Russia has been omitted from the table, no 
sufficiently exact estimates for recent years being available : 

Lastly, the settlement should not only be equitable as regards 
distribution, it should also be comprehensive. Damage in connec- 
tion with enemy action, whether self-inflicted for the purpose of 
denying supplies to the enemy or suffered in the course of battle or 
at the hands of the enemy, is as much to be included as the supply 
of equipment to defeat the enemy. It follows that the reconstruction 
afte. the war and such contributions as may be collected from the 
enemy will all have to form part of the grand settlement. By failing 
to do this after the first World War, the Parliaments of the leading 
victor-nations gravely weakened the defences that were to protect 
them against a second assault. Easy as it may be to agree on the 
principle of commonly sharing in the reparations of the damages 
sustained, it will be extremely difficult to define the limits of such 
reparations. Calculatory exactitude will be wmpossible of achievement ; 
fairness, broadmindedness and enterprise will have to fill a large part 
of the frame. Let us hope that the Parliaments of the United Nations 
will not be deterred from striving for a comprehensive settlement by 
its vague limits. 

It would be premature to anticipate the results of an eventual 
settlement and their bearing on the financial position of this country. 
It would appear, however, that Britain may have 2 debit with her 
partners in Eastern Europe and a credit with the Dominions and the 
U.S.A. A part might be settled by supplying foodstuffs, raw materials 
and manufactures to the impoverished countries of Europe and 
another part by a return to this country—though not piece for piece 

of some at least of the foreign investments handed over to the 
U.S.A. and the Dominions in the earlier stage of the common struggle. 





Exchange Control in Practice By ‘‘ Camsist.”’ (Financial News. Is.) 

SINCE the appearance of the original edition of this pamphlet, 
which was warmly welcomed by banking and business circles as the 
first practical guide to the working of the exchange control, the 
regulations have been amended in many important respects. Both 
the material and the presentation of the original pamphlet have 
therefore been completely revised and a great deal of new matter 
included. The pamphlet, consequently, still easily holds the field 
as the most useful—if not the only—guide to the practical points 
to be observed in carrying out various types of transfer and dealing 
with the various classes of accounts. 
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Latin America and the Transport 


Problem 


(By a Correspondent) 
[ie war-time phenomenon of a net trade balance favourable 


to Latin America against the U.S.A.—which became evident 

in.194I—against an adverse balance in normal times, continued 
during the early months of 1942. This favourable balance for the 
first quarter of 1942 is computed at nearly $73,000,000, of which 
$32,000,000 appertained to Brazil, followed by Argentina with 
$24,000,000 and Chile with $13,000,000. The principal problem 
besetting trade in the Americas, however, is the acute shortage of 
shipping, and the recent worsening of the position casts much 
doubt upon whether South America’s active export trade can be 
continued at'recent levels. The supply of shipping depends upon 
the goodwill of the United -States, which country itself faces 
increasingly urgent demand upon the supply of bottoms to assist 
the war effort in Europe, to the Far East, and elsewhere. 

The declaration of war by Brazil against Germany and Italy 
should accelerate convoy and other protective steps, and this, 
combined with the progress of the U.S. offensive in the Pacific, 
may radically affect the future policy of Chile, which must inevitably 
be discussed during the visit of President Rios to the U.S.A. 
Argentina’s policy is still obscure, but is bound to be affected by 
Brazil’s action, particularly in view of the greatly increased assistance 
in arms, lease-lend facilities, etc., forthcoming from the U.S.A. for 
Brazil. 

On the other hand, the shipping situation between South and 
North America is much complicated by the announced German 
submarine blockade of the Atlantic Coast of the United States and 
Canada. Both the Pacific route and convoys by Atlantic route will 
be slow-going. Nevertheless, United States importers are under- 
stood to be arranging for the discharge of freights from Argentina 
and other countries in Gulf of Mexico ports, although. discussions 
naturally arise as to the allocation of the extra cost of carriage from 
port to final destination. Apart from the question whether New 
Orleans and other ports on the Gulf of Mexico are sufficiently equipped 
to take all the traffic previously going to Atlantic ports, the effect 
of the new U.S. Imports Order would appear to be that northbound 
shipments of South America’s non-strategic commodities, such as 
coffee, cotton and cocoa, will have to take secondary place as regards 
transport. Vital interest, therefore, attaches to the reported U.S. 
Government scheme for acquiring Latin American products which 
cannot be exported due to transport difficulties, and storing them 
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until cargo space is available. Partly to fill the breach in shipping 
services, air transport services between North and South America are 
being steadily increased, there being now, for example, 13 flights weekly 
from Argentina to the U.S.A. Urgent attention also is being given 
to the completion, with United States Government assistance, of 
the Pan-American Highway, the great North-South traffic artery 
which will cover a distance of nearly 17,000 miles between Alaska 
and Southern Argentina. 

Evidence that Brazil was already exporting many strategic 
products of comparatively light weight but of high value is afforded 
by the trade returns for the first four months of 1942. These show 
that whereas, compared with the like period of 1941, exports declined 
by about I1 per cent. in volume, the value increased by about 37 per 
cent. to 2,601,754 contos, against an increase in the volume of 
imports of 3 per cent. and in value of 15 per cent. Consequently, 
the favourable balance of trade at end-April, 1942, had increased 
to as much as 850,217 contos compared with 368,931 contos twelve 
months previously. An interesting banking development has 
followed upon the agreement last March between the Brazilian 
Government and the Rubber Reserve Company acting on behalf of 
the U.S. Government. A Brazilian Decree has been issued for the 
formation of the Rubber Credit Bank which will develop Brazilian 
rubber production generally and will have the sole right to conduct 
the final operations for the purchase and sale of rubber destined 
either for internal or external markets. The capital is fixed at 
50,000 contos (say, £625,000 sterling), of which 55 per cent. will be 
subscribed by the Brazilian Treasury, 40 per cent. by the US. 
Rubber Reserve Company and the balance by Brazilian nationals. 
The Board will consist of a Chairman nominated by the President 
of Brazil and two directors, one of Brazilian and the other of U.S. 
nationality. 

The Inter-American Coffee Board at Washington has authorised 
an emergency increase of 30 per cent. in the quotas of imports from 
Brazil and the other coffee-producing countries of the Western 
Hemisphere during the current quota-year ending September next. 
This, however, is presumably designed to enable coffee stocks which 
have been shipped in excess of present quotas to be placed on the 
market immediately so as to supplement the decreasing visible 
stocks in the U.S.A. Meanwhile, the Sao Paulo market for coffee is 
practically dormant owing to the impossibility of closing deals with 
the U.S.A. because of the lack of transport. However, whatever 
may be the future transport difficulties in regard to coffee, cotton, 
etc., it is hardly conceivable that adequate transport facilities will 
not be provided by the United Nations to Brazil for the exports 
of metals and very many other strategic articles which, more than 
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any other South American country, she possesses in such abundant 
and varied natural riches. For example, in connection with the 
large U.S. credits for the reconditioning and extending of the 
Victoria—Minas Railway, and for purchasing equipment for the 
Itabira Mines, the British Government and the U.S. Government 
have each contracted to take annually 750,000 tons of iron-ore over 
a period of three years. 

Although, compared with most other countries, Argentina is in 
a relatively favourable condition, repercussions of her neutrality 
policy upon the economic situation are now beginning to be felt. 
There is, for example, very little tonnage available in the River Plate 
market, and arrivals of ocean-going shipping at Argentine ports 
during the first half of 1942 fell to only 1,765,637 tons, compared 
with 2,348,756 tons in the like period of 1941. The recent building- -up 
of an Argentine mercantile fleet has been partly offset by the fact 
that, after the settlement of the “‘ Rio Tercero’”’ case, Argentina gave 
de facto recognition to the German blockade of the East Coasts of 
the U.S.A. and Canada by prohibiting Argentine vessels from 
sailing to ports on those coasts, although they may still proceed to 
ports in the Gulf of Mexico. The latter fact, combined with the 
scarcity of ships on the European route, has restricted even further 
the possibility of exporting grain. In any case, neither the United 
Kingdom nor the U.S.A. is at present showing any interest in 
Argentine cereals and linseed, whilst any demand for maize comes 
from local interests seeking to use maize as fuel. 

There are other important anomalies in the Argentine situation 
which must be reconciled, including the unprecedented surpluses of 
commodities such as grain, side by side with an acute shortage of 
others ; rising costs of production at home against “ ceiling ’’ prices 
in the consuming markets ; a plethora of money alongside a shrinkage 
in real purchasing power, and the co-existence of conflicting defla- 
tionary and inflationary influences. The cost of living continues to 
rise steeply. Due to the impossibility of importing the necessary 
machinery, many public and private works are held up. Fuel also 
is extremely scarce, imports of both coal and oil having fallen off 
conside rably. This has caused much hardship, especially as Argentina 
is experiencing the coldest winter for many years. It is only natural 
that the few ships now coming to Argentina tend to give preference 
to goods of high value and small weight and bulk, instead of carrying 
bulky goods,.such as coal, cement, petroleum, etc. This tendency 
is reflected in the fact that Argentine imports in January—June, 
1942, declined by about 16 per cent. in volume, but increased by 
around 36 per cent. in market value to 691,000,000 pesos. Exports 
declined by about 13 per cent. in volume but increased by some 
21 per cent. in market value to 891,000,000 pesos. The balance 
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of trade, therefore, was favourable at end-June, 1942, to the extent 
of 200,000,000 pesos, although this compared with 227,000,000 pesos 
twelve months previously. 

Recent war-time developments have resulted in important changes 
in Argentina’s national policy. The prior import system has been 
completely abolished, and, although exchange control still continues, 
the important point is that the dearth of imported goods has forced 
Argentina to regard ability to deliver supplies as the first considera- 
tion, in replacement of the former policy of giving preferential 
treatment to those countries which, reciprocally, were steady buyers 
of Argentine products. The policy had in the past given British 
exporters an advantage over other supplying countries, particularly 
the U.S.A. Now, however, discriminatory exchange rates for imports 
from different supplying countries will be removed, and the net 
result is that, apart from more favourable rates of exchange for 
imports, some 92 per cent. of total imports will in future be paid for 
through the official exchange market. 

Further important proposals have been dictated by the heavy 
cost of financing unsaleable grain crops and the necessity to switch 
over agrarian activities from grain farming to mixed farming, and 
particularly cattle production, which is now much more remunerative. 
In presenting to Congress the Budget estimates for 1942 and 1943, 
which foreshadowed a continuation of large deficits, the Minister 


of Finance stated that the policy to be followed by Argentina is to . 


check the rise in public expenditure ; to cover expenses by bond 
issues instead of floating credits; to eliminate the sums which the 
State receives on credit for the purchase of crops; to increase 
industrial production and to transform agrarian production from 
unsaleable goods—suchfas grain—to mixed farming ; and to adjust 
taxation according to the individual prosperity of various producers. 
In the latter connection, therefore, a Bill was introduced to Congress 
proposing a tax upon exports to which the official buying rate of 
exchange of 13.50 pesos per £ applies—i.e. the country’s main 
products. This tax will be elastic but calculated in proportion to 
the difference between the average price obtained during the three 
years 1937 to 1939, plus 20 per cent. (or more in exceptional cases), 
and the current export price in Argentine currency. The new tax 
would, it appears, widen still further the margin of official profit 
on exchange (the tax to operate when the relative export exchange 
is negotiated in the official exchange market), and opposition thereto 
is growing in all quarters in Argentina. It is reasonable to suppose, 
also, that the proposed tax is equally unpopular among foreign 
purchasers of Argentine products, inasmuch as the tendency might 
be to pass the cost of the tax on to them. This question might be 
raised acutely when the British Government next negotiates meat 
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and other contracts. A further co-related Bill proposes that Argentine 
holdings of “ blocked ”’ sterling be reduced by an amount up to 
{5,000,000 for the purchase of Argentine Sterling Debt Bonds ; also, 
that the debt of the Grain Regulating Board to the Banco dela Nacion 
through purchasing grain crops be consolidated into bonds; and 
finally that increased powers be given to the Central Bank to control 
the national currency and the stock markets. All these projects 
have still to be debated by Congress, whose decision is awaited with 
great interest. 

The U.S.A., in its present trade relations with South America, 
is primarily concerned with obtaining increased supplies of strategic 
materials, particularly metals, and the many credits granted by the 
Export-Import Bank of Washington are mainly destined to this end, 
especially to develop the necessary transport and other public works, 
Bolivia, for instance, will not only benefit from the increased tin 
prices agreed with the U.S. Metal Reserve Company, but the recent 
report of the American Technical Mission which has been visiting 
Bolivia proposes widespread improvement of the transport system, 
so as to assist mining. It is proposed to form an entity to be called 
the Bolivian Development Company with a declared capital of 
U.S. $25,000,000, three of its six directors to be nominated by the 
Export-Import Bank. The “ most-favoured-nation’’ agreements 
between the U.S.A. and Peru have now been ratified, there being 
important mutual concessions in import duties, whilst the U.S.A. 
has agreed to purchase any unsold balance of the 1942 and of future 
Peruvian cotton crops until the end of the war. Nevertheless, 
although Peru’s foreign trade still runs at very high levels, transport 
difficulties were mainly responsible for a reduction of about 5 per 
cent. in the volume of exports in the first four months of 1942 
compared with the like period of 1941. 

In Chile, copper output in 1941 reached the-high level of 453,527 
metric tons, of which as much as 405,180 tons were shipped to the 
U.S.A. Copper represented 60 per cent. of the total value of all 
exports from Chile in 1941 compared with 55 per cent. in 1940 and 
49 per cent. in 1939. Whereas, however, in the year 1941, compared 
with 1940, the total value of exports increased by 12 per cent. and 
that of imports by 3} per cent., it is to be noted that there was a sharp 
contraction in the favourable trade balance over the first two months 
of 1942, due to the rise in the cost of imports coupled with reduced 
shipments of copper and other metals, cereals and wool, attributed 
principally to the shortage of shipping facilities. Nevertheless, the 
President of the Nitrate Sales Corporation in New York is reported 
as having stated that 700,000 tons of Chilean nitrate reached the 
U.S.A. in the year ended June, 1942, and that it was hoped to 
duplicate this amount in the next twelve months notwithstanding 
shipping difficulties. 








THE BANKER 


_... 


Palestine Finances and the War 


HE beginning of 1942 marked the opening of a new economic 

phase in Palestine. For some time after the war began, its 

impact on Palestine was distinctly deflationary, due to the 
dislocation of the citrus industry—the country’s staple export—and 
the depression in the building and tourist trades. Increasing use 
is now being made for war purposes of Palestine’s appreciable 
industrial capacity, while expenditure for construction, supplies and 
services has been sharply accelerated. Owing to the restricted 
supply of goods, this heavy spending (which has raised both bank 
deposits and the currency circulation to unprecedented levels) has 
given rise to serious inflationary tendencies, as will be evident from 
the following table :— 


Quantity of Money : Prices : 
Currency Deposits Total Retail Wholesale 
(1937 = 100) 
1939: £Pm. £{Pm. £Pm. Jewish Arab (Jan. 1938 = 100) 
Sept. .. 10.7 15.5 26.2 105.7 96.6 100.4 
1940: 
April .. 8.6 17.9 26.6 , 103.0 99.4 108.5 
amt. .+ 32.2 15.3 26.0 118.1 118.4 122.5 
1941: 
Jan. .. 10.6 16.6 27.2 128.0 132.2 134.2 
April .. 13.3 17.4 30.7 131.5 135-5 143.2 
ee © os, 19.2 32.5 150.8 166.2 169.2 
1942: 
Feb. « 323 24.0 37.4 203.6 244.2 224.1 
March .. 14.2 23.1 a7 3 226.4 250.5 236.1 
April .. 14.9 24.0 39.0 230.0 234.1 226.8 
May .. 15.9 23-7 39.6 218.0 226.2 214.8 


During the earlier deflationary phase, the country’s liquid funds 
(currency and deposits) remained fairly stable at a level of slightly 
more than £P26 millions. After January, 1941, there was a rapid 
and continuous expansion to £P37.4 millions in February of this 
year. The very slight reaction in the succeeding month was the 
first sign of any slackening in this expansionary trend. 

The impact on prices of this additional purchasing power in 


the hands of the public was unfortunately ignored for a long time. . 


Since the beginning of 1941, the ever-increasing pressure of money 
has lifted prices—which were subject to no effective control—to 
levels unparallelled outside the Middle East. And unlike the price 
rise in the earlier period, the recent movements cannot be explained 
by increases in real costs, such as freight and insurance. It was not 
until March, 1442, that a beginning was made with the introduction 
of an effective system of control over prices. Partly as a result of 
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these measures, there was a noticeable reaction in prices during. 
May, though to some extent this was no doubt due also to seasonal 
influences. 

The contrast between the two periods of deflation and inflation, 
following each other in quick sequence, is strikingly reflected also 
in the changing aspect of the various War Loans proposals. Various 
schemes were formulated in 1940 for internal or foreign loans, all 
designed to help in creating employment to relieve the then prevailing 
depression. Hardly a year later, financial measures were being 
advocated aimed at draining away excess purchasing power from the 
restricted supplies of goods, and thus to relieve the upward pressure 
on prices. A “ Reconstruction Loan’’ was suggested, the proceeds 
of which would be lent to the Imperial Treasury for the duration of 
the war and afterwards be used for financing housing schemes and 
industrial and agricultural development agencies. A War Loan 
Ordinance was, in fact, enacted in December, 1941, but it was not 
until June, 1942, that the issue was announced of 3 per cent. Palestine 
Defence Bonds, redeemable after seven years at £Pior plus interest 
for each {P100 bought, and also of 3 per cent. Savings Certificates, 
redeemable after 10 years at a rate of {P1.025 for each certificate 
of £Po0.750. 

[hese securities and savings media offer welcome investment 
opportunities, of which there is a considerable scarcity. Of the 
previously favoured investments, citrus groves are hardly attractive 
now ; real estate prices are exaggerated ; and owing to shortage of 
materials new construction is practically impossible. Nor are there 
any new local securities on the market. The only exception is an 
issue of 74 per cent. Palestine Potash unsecured Redeemable Notes, 
totalling £125,000, which was introduced on the London Stock 
Exchange in April, 1942. These notes were created with Treasury 
permission last year. A total of £50,000 was issued to holders of a 
similar amount of 6 per cent. notes which had been repaid, and a 
line of £46,000 of the notes was taken up by the guarantor of the 
Preference dividend for the two and-a-half years to June, 1937 
(the Anglo-Palestine Bank). The British Government, which is 
concerned in the securing of potash for the war effort, is also a holder 
of notes through the Ministry of Supply. Finance provided through 
the placing was required for plant extensions. The new notes, 
which were issued at par, are redeemable at tor on December 31, 
1950. Apart from this issue, industry has financed itself entirely 
out of its own profits, bank credit havi ing been used only for main- 
taining the supply and stocks of raw materials. 

The quick changes in the country’s financial development 
naturally affected the banking business profoundly. In face of the 
general uncertainties, the policy of the banks was naturally directed 
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towards maintaining a high liquidity. This was the more essential 
as no re-discount facilities exist in Palestine. Total advances and 
discounts by banks and co-operative societies decreased from £P13.8 
millions in August, 1939, to £Pr10.3 millions in June, 1941, increasing 
again to £P12.1 millions in March, 1942. Deposits, as already shown, 
likewise decreased from £P17.3 millions in August, 1939, to £P14.5 
millions—the lowest point—in July, 1940. Since that time there 
has been a steady recovery, interrupted only at the time of the 
invasion of Crete in May and June of 194T. 

Some curtailment of bank credit might have been desirable 
under normal conditions, in view of the. rather excessive credits 
customary in Palestine, as in other developing countries. The actual 
curtailment coincided with a complete stoppage of the country’s 
second important source of credits, namely, suppliers credits. 
Particularly through the ‘* Haavarah’’ (German) capital transfers, 
these had hitherto financed the country’s imports of capital goods 
and raw materials. 

Within two years from September, 1939, the number of customers 
of commercial banks was reduced from 75,480 to 47,883 (i.e. by 
37 per cent.), and the amount of their accounts from {P11,763,000 
to £P8,928,000 (i.e. by 24 per cent.). In spite of this movement, 
the small account is still predominant. The great majority of 
borrowing customers—8o per cent. of the total—were liable for 
amounts not exceeding {Proo, and less than 6 per cent. for amounts 
excee -ding £P500. But the 94 per cent. of customers with a liability 
of £P500 or under had received less than 25 per cent. of the total 
amount of credits granted by these banks. This remains one of the 
characteristic features of the Palestine banking business which ought 
not to be forgotten when the cost of credit is discussed. 

No striking changes occurred in the distribution of credits granted, 
though there were decided increases in loans for production (that is, 
to agriculture and industry) and a reduction in those to commerce. 
The reduced volume of credit to the latter branch is probably due, 
not so much to banking policy, as to the considerable liquidity 
resulting from the “ cash and carry ” rule enforced by the merchants. 

The deflationary process lasting until late in 1940 prevented 
trade and industry from acquiring adequate stocks of raw materials, 
which at that time were still in ample supply and relatively cheap. 
Manufacturers, on the other hand, were afraid of burdening them- 
selves with heavy credits, as for a long time no orders came forward 
from the Army, now the principal customer. This position, in turn, 
compelled manufacturers and exporters to sell only on cash terms, 
which greatly reduced the demand for advances against, or the 
discount of, customers’ bills, normally the predominant banking 
business. The severe restrictions on dealings in gold and securities 
also affected a number of banks specializing in that field. 
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It was only when the first large-scale orders were placed by 
H.M. Forces with local industries and building contractors that 
some of the leading financial institutions were able to employ their 
funds profitably in the finance of such orders and contracts. The 
revival of business and industry, and the depletion of existing stocks 
which meanwhile had taken place, created a brisk demand for 
imports. Such purchases, now possible only against letters of 
credit opened prior to shipment, opened another field of activity 
for the banks who finance such purchases, not only en route, but often 
by granting advances on materials in stock after arrival. The risk 
involved in these transactions is now greatly reduced by the intro- 
duction in April, 19¢42—practically a year after the necessary legisla- 
tion had been promulgated—of compulsory War Risk Insurance 
of stocks. 


POSITION OF PALESTINE BANKS 


. August, 1939 _ March, 1942 
Liabilities : £P’o00 {£P’ooo £P’coo §=£P’o00 
Demand deposits ae sa “ II,go0o 19,849 
Balances of banks see ast aca 2,855 3,183 
Bills payable .. ‘a 0h a 418 400 
Advances from banks.. e ‘ig 384 405 
| mmm = GF —— 50 
Time deposits .. a 1 os 3,866 2,105 
Debentures... or < - 181 g2 
' Se ae 2,197 
Own capital and reserves... ‘a 2,066 1,981 
Other accounts s as hg 565 T,005 
Total - m2 si 22,235 29,020 
Assets : 
Liquid Assets : 
Currency in hand and transit... 2,212 858 
Balances with banks inside and outside 
Palestine hi od ea aa 4,033 13,665 
Investments .. ps = i 3,723 3,188 
-—- 9,968 —— 17,711 
Quick Assets : 
Advances to Banks .. be a 180 
Bills discounted i oe we 2,435 2,019 
Advances up to I year ee da 7,135 6,993 
———-- Gee —— 9,04 
Slow Assets : 
Advances over I year i it 1,917 1,507 
Premises ‘ss is i - 360 284 
: — 2,277 1,791 
Other Assets hs + i fe 240 506 
Total ‘ wi ie 22,235 29,020 
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Only a small part of the banks’ resources are employed, however, 
in extending all these types of credit. The ratio of credits outstanding 
to total deposits in March, 1942, was no more than 52.3 per cent. 
(February, 49.1 per cent.), against 82.1 per cent. in August, 1939. 
A full picture of banking liquidity can be obtained from the monthly 
returns of assets and liabilities of the 27 banks (including five 
foreign institutions) carrying on business in Palestine, as summarized 
on p. 179. 

It will be seen that demand deposits in March, 1942, represented 
89.3 per cent. of total deposits, against 81.7 per cent. in August, 1939. 
At each date they were practically covered by liquid assets. Other 
borrowed funds, both short- and long-term, were covered by the 
banks’ own capital and reserves. 


BANKS FOREIGN HOLDINGS 
Net Balances 


Abroad Investments Total 
(£P’o00) (£P’o00) (£P’o000) 
Sept., 1939 ‘a ins 3,073 3,750 6,823 
Bs 1940 an in 5,420 1,520 6,945 
a 1941 * wa 12,125 1,492 13,617 
March, 1942 re in 12,465 3,188 15,653 


Although at the moment the banks’ investment problem is of 
minor importance, it will become urgent in the post-war period, 
when the country will have to utilize all its financial resources. 
The unsatisfied urban demand for housing alone is now estimated at 
45,000 rooms, equal to an investment of £ P8,000,000 to £P11,000,000 
in buildings alone, excluding the land required. The transition 
of industty and agriculture from war to peace conditions will likewise 
require considerable funds. The present lack of a Central Bank 
is therefore considered a severe obstacle to the proper utilization of the 
country’s short-term funds. 

Government has lately had to accept financial responsibilities in 
the economic sphere. For the third year in succession, it is assisting 
citrus growers in maintaining their groves by guarantecing to certain 
banks two-thirds of the seasonal cultivation loans, totalling 
£P650,000. Though the banks have to handle no fewer than 7,000 
accounts and repay to Government 1} per cent. on the amount 
refunded to them, the interest charge of 6 per cent. is a heavy burden 
on the grower, particularly as there is no likelihood of shipping the 
. fruit abroad. It is doubtful, indeed, whether the growers will ever 
be in a position to repay the debt accumulated over the war period. 

Though revenues remain at a high level, Government is looking 
for new sources of income in order to cover its large expenditure on 
these and other war purposes, The income tax, introduced in 
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September, 1941, yielded £P193,000 for the seven months ending 
March, 1942. Expenses of collection were only £P6,044, or 3.3 per 
cent. The rates for the year 1941/42 were raised and the exemption 
level reduced, in order to bring the yield to approximately {P500,000. 
The yield of £P193,000 included £P86,000 collected from companies, 
which paid at a rate of 10 per cent. on the net profit. This rate has 
now been raised to 15 per cent. The project of an Excess Profits Tax 
has also been considered, but as no income tax existed prior to 
1941, there is no objective basis for assessing excess profits, and the 
scheme has therefore been dropped. The fact that many concerns 
during the disturbances of the years 1936-39 were operating at a loss 
would be another difficulty in the way of defining excess profits. 
Other schemes, such as the introduction of a Purchase Tax and 
Estate Duties, are said to be under consideration. 

While the Estimates for the last three years envisaged a deficit, 
in spite of substantial grants-in-aid, a surplus has hitherto been 
achieved in every year. Only part of the grants was actually drawn, 
as the following table shows :— 


1938/39 1939/40 1940/41 1941/42 1941/42 





Revenues : (Prov.) (Est.) 
Local 6S 4,735 5,101 6,282 4,775 
Grants in al id ~« 2ges 2,133 3,264* 2,183 2,846 
Total 4 + , 5,037 6,868 8,365 8,465 7,621 

Expenditure : 

Ordinary ee << Gots 5,083 5,697 7,635 
Extraordinary «s 2,096 922 1,753 sca 1,470 
Total a .. 5,693 6,005 7,450 7,379 9,105 
Surplus ee v 244 863 915 1,086 Deficit 1,484 


* Est. £P4,242,000. 


Capital imports in 1941 were estimated at £P4,000,000, or only 
slightly less than the £P4,500,000 of the previous year. The adverse 
balance of trade of approximately {P9,700,000, however, was amply 
covered by the increased spending of H.M. Forces, estimated at not 
less than £P12,000,000 in 1941. Together with the Imperial grant- 
in-aid, also largely for defence purposes, of some £P2,000,000, the 
total income of £P18,000,000 leaves an active balance of payments 
of around £P8,300,000 for 1941. 

The surplus thus accumulated by the Treasury and by the public 
alike should enable the country to withstand any unfavourable turn 
which the coming years may have in store. 
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Banking in the Middle East 


sk Middle East is one of the few spheres whose importance, 
from the point of view of British overseas banking, has in- 
creased since the war. In the first place, banking in the Middle 
East has become relatively more important, owing to the loss of 
banking connections with the greater part of the European con- 
tinent and with the Far East. Before the war banking with the 
Middle East represented only a small fraction of the foreign banking 
activities of British banks; it now represents a substantial pro- 
portion of the reduced total. Secondly, the importance of Middle 
East banking has increased not only in a relative but in an absolute 
sense. In the absence of published statistics on foreign trade, it is 
impossible to say whether the volume of trade between this country 
and the Middle East has increased or decreased. What is important 
is that military operations in the Middle East, and transport arrange- 
ments through the Middle East, led to the development of an un- 
precedented volume of banking activity with that part of the world. 

The numbers of the British, Imperial and Allied Forces in the 
Middle East were given at 750,000 some months ago by the Prime 
Minister. It is inevitable that the presence of such a large number 
of troops financed from this country or the Empire should lead to a 
large banking turnover. Apart from the financial operations of the 
Army Commands, individual officers and men of the Forces receive 
remittances or remit funds to their dependents ; they open banking 
accounts ; and their purchases lead to commercial operations which 
in turn have to be financed by the banks. As a result, the turnover 
of the British banks established in the Middle East, and also of the 
local banks, has increased, and so has the volume of their business 
with London. 

The countries benefiting by British military operations are not 
only the Middle Eastern countries proper.. In addition to Egypt, 
Palestine, Syria, Iraq and Iran, the Middle East has vaguely extended 
its boundaries to include Sudan, the former Italian East Africa, and 
the British East African colonies and protectorates. 

Moreover, both Iraq and Iran have derived considerable benefit 
from the transit traffic of arms through the Persian Gulf. In Iran, 
this factor resulted in a remarkable increase in the demand for 
Iranian currency, enabling the Government to relax exchange 
restrictions. It even became possible to lower the sterling exchange 
rate in terms of the rial. Thanks to the prosperity brought by the 
presence of British troops in both countries, and to the widespread 
and manifold activities connected with the transit traffic in war 
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materials, bank deposits in Iran and to a less extent in Iraq have 
increased considerably. 

In Syria, conditions are becoming settled after the upheaval 
caused by the removal of the Vichy authorities. The Banque de 
Syrie is working in close collaboration with the newly established 
Caisse Centrale pour la France Libre in London. In Palestine, the 
banks benefit by the presence of Imperial Forces, particularly as 
the country is still removed from the scene of hostilities. 

Egyptian banking was to some extent affected by the shock 
caused by the sudden advance of Rommel’s armies in June and 
July. In face of that shock, however, the Egyptian banking system 
displayed a commendable strength. German newspapers were at 
pains to convey the impression that there was something like a 
financial panic in Egypt, manifesting itself in a wholesale with- 
drawal of desposits. This is, needless to say, a gross exaggeration. 
At the time when Rommel’s advance reached its climax, admittedly, 
there were some withdrawals, because the uncertainty that prevailed 
induced a number of people to increase the amount of their cash 
holdings. The amount involved was, however, relatively moderate, 
and the movement came to a halt when the military position in 
Egypt became consolidated. Similariy, the relatively moderate 
transfers of funds from Egypt and Palestine to London that became 
noticeable in June and July came to a standstill in August. The 
extent of note hoarding is not abnormal in the prevailing circum- 
stances. 

Even territories such as Malta and Cyprus have contributed to 
the increase of banking turnover with the Middle East. That 
increase was all the more remarkable since trade with these coun- 
tries—especially with Malta—is by no means easy. Yet commercial 
credits are opened in London for Malta to finance the export of 
goods needed by the defending troops and by the steadfast civilian 
population. 

A survey of banking in the Middle East would not be complete 
without some reference to the activities of the United Kingdom 
Commercial Corporation. That institution has already been dis- 
cussed in detail on more than one occasion. Let it be sufficient, 
therefore, to point out that a very large proportion of trade with 
the Middle East, and also of the trade of Middle Eastern countries 
with each other and with countries other than Britain, is handled 
by the United Kingdom Commercial Corporation. That institution 
is primarily commercial, and while it has at its disposal official 
resources to finance its operations, it makes use of the well-established 
banking channels, which contributes to the increase in the turnover 
of Middle Eastern banking. 
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Correspondence 


The Post-War Exchange Regime 


To THE Epitor oF ‘ THE BANKER” 
SIR, 

Editorial comment upon my letter in your August issue invites 
explanation, hence my encroaching further upon your valuable 
space. 

‘ What is the “ proper function’’ of gold? It is submitted that 
its normal function is as follows :— 

(a) To serve as a medium for meeting temporary deficiencies 
in the balance of international payments. 

(b) To create and uphold confidence in the credit structure 
by maintaining in the Central Bank a reasonable minimum 
Reserve ratio. 

(c) To provide the amount of gold required for non-monetary 
purposes, including industrial consumption. 

Your Editorial comment makes no reference to functions (5) or (c). 
During a war of world magnitude, function (b) remains in abeyance, 
owing to the fact that we are within a “closed economy.” 
Function (c) is not unimportant. Actually before the war, approxi- 
mately 40 per cent. of the annual world production was utilized for 
this purpose. 

After the cessation of hostilities, it is to be hoped that controls 
will be relaxed as rapidly as possible. My suggestion that the 
principles embodied in the Lend-Lease arrangements should be 
extended to “gold loans’’ does not, in my opinion, imply an 
abandonment of these efforts. On the contrary, such an arrangement 
is intended to hasten de-control of exchanges and to re-establish 
liberty of international commerce. 

The ‘ gold loans ’’ I have in mind cannot be described in the 
terms in which you classify the Feis Scheme, as international charity. 
A condition precedent of any scheme pre-supposes U.S.A. eondulll 
but its mechanism, degree of simplicity and businesslike quality are 
equally important. I would suggest, therefore, that these “ gold 
loans’ should and can be made self-liquidating. The allocation of 
an annual percentage of Empire produced gold towards the extinction 
of these loans should be one of the agreed conditions. If this is 
adopted, these loans would have neither a deflationary nor an 
inflationary effect upon U.S.A. credit, which would remain unaffected. 

It cannot be gainsaid that, owing to circumstances connected 
with this war, a temporary mal-distribution of gold has taken place, 
and unless this is corrected this tendency will become accentuated, 





THE BANKER | 





ending in the U.S.A. becoming the holder of ‘aiiiatias the whole 
of the visible world supply. It is an axiom of card-playing that © 
when one player has accumulated all the cards, the game must come 
to a standstill unless and until such player re-distributes the pack. 
It is submitted, therefore, that the mechanism suggested will assist 
in correcting the present and growing mal-distribution and steriliza- 
tion consequent thereon. 
Yours faithfully, 
GEORGE ANSLEY. 


20 Copthall Avenue, E.C.z2. 


Appointments & Retirements 


North of Scotland Bank 

Tobermory : Mr. Archibald A. MacGilp, agent of the Clydesdale 
Bank, Tobermory, will become joint agent of this branch along 
with Mr. Alexander Wilson. 
Lloyds Bank 

Blackwood (also Newbridge): Mr. W. A. Jones, from Cardiff, to 
be manager in succession to Mr. B. Mountjoy, who has retired. 
Cardiff: Mr. W. L. G. Williams, assistant manager, is retiring ; Mr. 
F. W. Morse to be sub-manager. Colmore Row, Birmingham: Mr. 
W. F. Chattaway, an assistant manager, is retiring; Mr. A. J. 
Sinnett to be sub-manager. Croydon (also South Croydon): Mr. 
C. J. Marlow, hitherto an inspector, to be manager on the approaching 
retirement of Mr. P. W. Rogers. Gillingham, Kent: Mr. W 
Jeffkins, from Chichester, to be manager. Gvayshott: Mr. H. C. 
Beere, from Gillingham, Kent, to be manager on the approaching 
retirement of Mr. R. C. Duggan. Swindon: Mr. R. F. Symonds, 
from Maidenhead, to be sub-manager. Truro: Mr. J. W. Morton 
to be sub-manager. Wallingford : Mr.S. A. Deariove, from Swindon, 
to be manager on the approaching retirement of Mr. E. C. Ponking. 
Whiteladies Gate, Bristol: Mr. W. S. McIntyre has retired. 


Martins Bank 

Oxford: This bank has taken over the business of Messrs. Glyn 
Mills, Currie & Company at Oxford and Mr. W. S. Moorhouse from 
Southport Branch has been appointed manager of the combined 
businesses. Mr. R. G. Reekie, formerly manager of Glyn’s office 
at Oxford, has been appointed assistant manager. Stourport: Mr. 
W. H. MacCormack from Charing Cross branch, Birkenhead, has 
been appointed acting manager in the place of Mr. C. W. Tiplady, 
who has joined H.M. Forces. Swinton: Mr. T. B. Hamilton from 
Waterfoot branch has been appointed manager in the place of 
Mr. W. E. Mosley, who has retired. 








